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CHAIRMARMN'S REPORT

Tris year we secured e conract o build a fleal Of parof boats for ine Royal Ausiralizn Navy.
ire value of 1his order exends eyond Ib

@ putely monetary. | guaraniess & base evel of income for

e fBrge fluclualions in work flow hatl lypily Ine

over three years and Hws reck
shipiuilding indusry. Being sele

£ES Ol EXPISUNE 10
s for the RAN project was also vit

©WE S

ir the internaticnal

O s

NG Qir TepuldLio

naval PRI Deat marke!, wi

significant eppordunities tor firiher business deveiopm

Jale. Wilh new

) 10
e andg incressed Productvity as worktorce skilk have been developed, e US operation’s

aty.

Chr Unitexs Stales operation has also made significant progress ¢

argjest vess
MEANAGEMEN Slruciu s in e

financial resulls hanv: improved marke

This is particulary inparant as i is increasingly Fkely ihal, following ow seleclion for the Tinai design, we wilf alse be
nvolved in the consliruztion of the US Navy's planned Liloral Combat Ship, 2 project thal has te polenial 1o grow our
US operations beyond e scope of our cairen Ausiraian &

VIEES.

Cne participation in these exclling defencerelaled projecls would not have been possibie had we 1o lzken seps 1o
diversity cur product Fange beyond tasl femes and 10 move info he protected US markel Brough Ihe establishment of the

shipyard i1 Aipbamsa.

Femies and ciher vessels for commerc we o be ceniral 1o our busingss and the comnstuction of 1he

126.7 mete aran ferry has, as expeclen. generaled renewead inlerest in larger [as ves
Iear*.r.c; ey operalors are eagerly awailing e resuits of the sea trals of his grovns Breaking vessel.

5. like everyone at Ausial,

Cur smatier vessel coniinue 1o make 2 valuable coniiibdion 1o the averail re

ulls ana are Clesrly highly respecied by

their awners, fwo cusiiners relurned with o new vassels (his year, one of them contirming orders for its sixih anc

sevenih Ausial vessels wilhin a o year period. This cusiomer loyalty als
alor hay

» exX1ENCs 10 Ihe Eil.rg&'il” vehicle ferties, as

evidenced Dy 8 new order from a Greek opsr alrendy OPerates four of cur vessels,

Oin behait of the Boaed and Ma mjeman Iwrouitd like 1o thank 21 the siaff for tnelr effort and commitment Iraughou

pry

S DEen msieum Fin achieving the rapid ienaround i cur resulls and with a number o exciting

V00K (o IRe fusure with confidence and enthusiasm.

4

G&m~-—— mmmem

ICHN ROTHWIEN
Execuiive Cnairmar

an Nawy pairol Dae i

Contrget sigring for ihe Royai A







MANAGEMENT DISCUSSION ARND ANALYS!S

o of Koweer

gs om he completion of he 13 luxury
miely yachl conlracts as well as conlinaed impravement in produclivity in the commercial and delence
conracs. The decling in the luxury molor yacht acivines was repfaced by increased producton of

[arol vessels [esving Ihe revenus !’T‘.Sii.»’gil'l\-’jl!y higher than the (evious year

Tre efficiency of the ly improved with Ihe foss [aller ousice equily

ineresist being redu 310 $1.6 mittion in 2004,
The Group operating profi has siso included 2 wiile Back of the provision for the Asstal Group Managemerd Shate

Plan lwans of $2.4 miiion. A provision of $3.7 milion was crested the previous vear,

FINANCIAL SUMMARY

The main increase in inerest bearing liabillies was a8 specific facilily 10 provide the consruclion funding for a vessel

which was i1 Drogress al e year end.

As a resull of ihe 103563 in ihe previous year there are no franking credils. In view of Ihis a dividend has nol been
condilions, 1he company is pToposrg 1o buy back

declared for Ihe yearn Subject © operating requirements and miarke

up L five per cenl of IS issued share capilal over the next 12 months.

COMMERCIAL VESSELS

Augial has cortinued 1 be successiuf in the global marker for tigh-speed vehicle passenger fefries which, despite is

cuently subdued sate, coninues 1o be an importan. pasl of the company’s business.

fhe 88 mewe catamaran "Spirit of Cniaric ¥ was Lhe sloof four venicle passenger feries compleied n Awsialia

"y

daring the year anc is now operating behween me LISA andg Canada across Lake Onlanio, having made promoliona
slopovers in Hawaii a1d New York City during the delivery voyage.




Austal has desivered over 30 catmmarars © Hong Kong, inviuding
L 3 RAEDOA CFUtE vessels Lomplated this year. One of tese
L ghoan with an easier Austel (st ferry i the background.
(Proier cartesy of Alan Bkarden)

in addiion, a 56 niewe ferry was delivered

o an operator based in Tahi and a 5O meire

medm s 1 ve a5 been operating in Souh

Ausiralia since its completion in laie 2003,

Fred. Otsen, SA. ok delivery of the &
caamaran “Becayna Ixpress” for its operations in the

Canary slands. Ausa is cunerily buitding that

{Phoio couriesy of Fred. Otsen, S.A.)
fFrmaran

company 3 128.7 meire vehiclepassenge
faasl Terry which is on schedule for complelion towards
e end of 2004.

Atse curently under consiruclion in Ausirafia is an & vehicle passenger catamaran which was ordered by Helias

Flying Dofphins {HFD) in April 2004, HFD s the lar operator in the Greek dom

sslic ferry indusiry anc ils feet of

23 tas vessels afieady includes four Ausalbuilk calamarans.

3 for New \World Fis Travel Services tor
fast passe

Two 47 metre harbowr Cruise ca

(e

NArANS were compleled duing

€8 an o

operalion in Hong Kong. A relaied company plac for awn 475 ies which are ciose

vyer fe

SISIEISEDS 10 Hres

a conract for a 50 mere ivaaboard vessel
for i3 adveniure Cruise Operations in the norhwes of Ausralia. This will replace Ine cusiomer’s smadler vessel compieted

Nerth Star Cruises secame a repesl cuslome! Guing 1he |

in 1989, This new liveaboard and a 37.7 mere research vessel ordered ty a private client in May 20X
buidt in shipbui

4 ate being

aing faciillies previcusly uiisen for (he

SELCHON OF luxuty Mmooy yachis,

the B6 mere ‘Bocayra Express™ s o operalng i the Canary fdlands -.-. "




MANAGEMENT DISCUSSION AND ANALYSIS

"L Austal Sesior Proj
~Senator Rotien Hifl feenire) and Red
{Pries cowrtesy of RANS

DEFENCE VESSELS

Trree 22 metre Cosst Guard vessels were compieted for he Kuwail Minisiry of nierior and handed over in March

2004 . Thes

DOALS which were Ceclar

S were e Comp Hesrnar Irol bosl gel are 10

al paks o

by Ihe Republic of Yemen in 2003, Con

ongoing hroughoul he year, wilh the m
‘ $ M

arity now launch

1 The project is scheduied for complation by

December 20

In December 2003 Aus

i COrGUNCHON wilh i1S tencer
ranner Befence Maritme Services, was awsrded a
conlract 10 supply 12 new parel boats for the Royat
Avaratian Navy (RANS Under he L
pres gn and build the
56 mere Armidale Class vessels over a 42 monin

Mg of this

cus conract, Austal will de

Lo g
20

period. Conguction Comment
ol 2004 anc will contisue il mick 2007,

Comsruciion of 10 pairtd boms for Yemen fis been angoing rcughod .
yemr. The project is die for completion by Decernber 2004




LUXURY MOTOR YIACHTS

s conlinuent 1 demo its ability 10 produs USIY stancards with Lhe

completion of lnree yachls during e year. These vessels reg Hing balance of INe Moor yachi oreer

boek, and with no ew co 1$ sigred, here is currendy no CONSITC!

ACLviLY.

Sé;’ B

slaclive Dasis.

vescl with e

et e
anG m

sleies Nave been revie ILoN Of [ursLiegy @y fure yacht contracts on @ very

The produciion faciities previously wsed for e DICIng of fuxury MOIOr Yacs are Deing ulilised (o 1ne consiruction of

Comme

AUSTAL USA

"Zephyt'. a 43 mere passengesonly ¢ aran buil for @ New York based customer, was ihe firsl of two deliveries

33

frosm he US of ek @ 5 medre vehick

ion during the year, The sec

passenger a1, is e largesl vessel so far

DUl @ the shipyaid in Alabama. Produclion efficiency on this vessel was considerably nigher ihan on previcus US buiids

and the project was completed on schedule in May 2004

in December 2003, Avaal USA was awarded a conract 1o bisitd a 31.2 melre calamaran which will be used 10
demonsirale highspeed vessel technology to ihe LS Office of Nava! Research.

et was highlighted in May 2004 when a leam, including
The conracy

The use of the company's 1echnology in defence apphcal

Auslal, was awardaed o conlract to prepare a final design for the US Navys Lincra! Combal Ship projec
prevides for options 1 build wo LCS vessels following the completion of 1he design period in Ocober 2002, This

profect may voive the consruclion of up 1

2 127 metre lang ships over he

5. Ausial is ihe ship ¢

next 15 ye
s N Lhe seam, which ic led by

Qe

General Dynamics.

Froduction of & 105 melre
commenced in hne 2004 following (he signing
of & corirad!, subject only o finance, wilh

atamaran fery

fawaii Superferry {HSF. HSF plang 10 scquire

o vessels for a new interisland fermy service

npleled 1he firg slage of IS equily

raising. Finance approval is expecled by

December 2004 . The consiuciion of ihis

Austai's US opesanion auhieued consicierably highsr produciion eliciency during = vessef will help taciliate the develepment of
e builo of "Lake Exprass”, It Jargest vasse! o date !

S NECEssary 1o underake the

LCS mroject.

ENVIRONMENTAL PERFORMANCE

within

Ausial conues 1o focus on environmenial legisialion har & the company’s operations, including saving

exiernal nuise limitzlions and complying with ihe Mornireal Proioco! wiich governs 1he prolection of the ozone (ayer by

enswring the use of approved gases.

0 censideret in he

Ervirconmertal issues, including global and locat regulaions, are & ign and constuclion of
clienis’ vessels. This inchides ensuring Ihat onty appyoved pairt and anifosling proaucls are used and he continued

jeneraticon o reduce possibie adverse effecs of these waves in

devetopment of hullforms hat minimise wake wa

environmerially sensitive Research and development aimedd al inaeasing vessei efficiency aise has a positive

envisonmental eifec by reducing enging exnzusl enissions.




MANAGEMENT DISCUSSION AND ANALYSES

PEOPLE

} < are is mosl vaiuahle asset

ad lhe campany is commilted 1o providing a sale and rewarding
: ; CRINNG INE year inevilably
o Where

Ausial's employee
working environmerl. The complelion of g 1abour intensive lury Moy ya

ChiL COMs|

] witht

¥ in e spe

paslic:

resulled in 8 reduclion in workioree,

at, workers were lransferred ono the Consiruclion of ofher

pract

caricularn, from an enhanced project

B% have Hean demonsiale

Productivily gains in ali -

management approach. For Ing second year in a row (here has § a significan improvement in salety, wilh the Losl
Time Infury frequency rale hatved. THis means it is now &l ils iowes level ever and is ¢§ign nily Deldw 1N CoNSIruclion

MGUST Y AVerage.

wuorkiorce, providing & maore

s he RAN contract enhances our ability 10 mainiain a more sla

s NELIre:

Tre exier
secure warkplace for nur empioye
fuie workforce Brodgh s apprenicaship programese which provides an imponant infiux of s

Sop their skilis and experience. The company conlinues 1o #vest in it
ialisl skilis inler the

25 10 furibar o

workiorce.
The US operation is ako focussed on building its workforee in order 10 meel 1he demands of building (aryer vessels.
sonnel Fom Ausiralia 1o help {aciliale

This is being achieved thraugh local recuiment anc Ihe ranster of experienced pe

further increases in procuciion elliciency and skills devetopment.

losking to the Rawe. Apprentices such #s Shane Vistor ssp. i key 10, melaaic
intgrest from both commercial and deferce markess

119 1. COMPANY § SKier, (onilive, workforer, Timarsn wehrology 1s.




OUTLOOK

The success of the Sroup's siral

(%

gy means we have a solid

fonwa

10 build ihe RAN pua ry of which a

delivered in the 2006 ang 2007 financial years.

rtof 1he

&

a great endorse

mosl highly regarded avi

confiimed our sl a higrily credin!

sumber of opporurilies with other couninies which are

currerify being pure

Our sialure in ihe nava!l markel has alse been enh
through our participation in e US Nawy’s Linoral Combat
Shipy project in which Dur 1eam S progressing stleadily
lewards an inial condruction conract. I is anticipaled ihal
this will be confirmed in late 2005, bringing with § the
prospect of 3 majo: englerm produclion programme

involing up o 80 shizs. The team’s progress 1 ihe final

design phase indicales ihat the Austai aluminium i 310

held in high regard as & fast naval piatform. Ciher nations

are alse examining Ihe polenlial for smitar sh

i
Al
been sdoced far the final design phg
" Linoral Combui Ship project

. The LCS design is basexd an he same rimaran buliform ihal
is cuirently being used in the 128

5.of 1he US. Nayys

L]

7 metre wimaran femy for
d
ceording 1 plan and sea Inisis are scheduied for Novernber

Fred. Otsen, S.A. Consiruction of $is vessel has progre:

2004, Tne wimaran lechnalogy has afrscied comnsiderable interest

from current Temy operalors who are ea of 1he vessels performance dy

ng rials. We expecl

Ihat successiul rals will be a calalys for furthsr mmacan fery orders and simulaneously enhance our Prospeds for the
1CS project.

Coniracis on hand a2 20 June 2004 amounted cross the 2008, 2006 ang 2007

I3

al years. Approximalely 70 per cert of Ihis is derived rom dete 20l projects and the remainder from

f
commercial vessel corsiruction, This workioad provides a solic foundalion for the fulure and 8 firm basis 1o fulher our

drateqy for groweh ihrough both commercial and o

nce oppomaniies in ke United Siales, Ausiralia @nd other maikets

arourd 1he waorle,

The performance ol ihe Group was underpinned by our workioree who rose Lo Ihe challenge of

RrOvingG produclivity.
project management and securing ihe srategicalty oritical RAN and LCS conracts. 1 woule like to join ou Executive
By G ¢ Y J

Chairman in Ihanking everyone for Ineir conribution.

ROBERT MCKINNON
girg Direcror.




PROFILE OF DIRECTORS

EXECUTIVE DIRECTORS

JOHNM ROTHWELL AQ - Executive Chairman

ROBERY MCKINIVON

Direcior since & October 188

aier 2000

tag electes 17

sxcass of 30 years experience in boal and shipbuikding, John Rotrewel has played

3jor role i the develepmenl of the Austiralian aisminium shipbailding indusy and is &
founding director of Ausiat,

He is 8 member of Det Norske Verilas Ausralia and the Bueau Verias Asiza & Ausiralia

Commilees, which are aion Secialies used by Auslal,

i lanuary 2004 John Rolhwell was appeinied an Officer of the Order of Aussalia for

services o ihe Australian shipbuilding indusiry Ineosgh Ing development of rade links and for

“

sigriticant contritl ional egucalion and raining. In Ooeber 2002, lohn Rothwel

was named Ihe st & Young "Ausiralian Entreprensar of the Year” .

CPA, FCIS - Managing Director

MICHAEL ATKINSON

Director since 5 ity 1
tag elecled 20 Coober

Bty MeKinron_joined A

binearly 1999 as General Manager aher a long career wilh
Capral Aluminium during wiich fie held senion posilions in finance, distribulion and

manufaciuring eperalions.

M MeKinnos was appoinied © the Board of Direciors in luly 1899 and assumed ihe position
of Managing Direcier in February 2000, He is responsitie for (he Say 1o day operslions of

Auslal andc its subsidliaries.

CA (ZIM), CA (SA) - Executive Director, Finance & Company Secretary

- Unless otherwise Indicated ail 4t the entire financial year.and up
“the date of ihis repont. R

- The maximum term of office for a Director on the. Ausial Board Is three

“trom office. A retiring Director is eligible for reglection,

i~

Nirecior since: 14 September 1944

o

tag eleciect 15 Oniober 2007

Michael Aikinsen joined Avsial in 1880 as Financial Conrolier ang was appeinied 10 1he

Board i 1834, Me is a quatiied Charlered Accouniant with 10 years experience in (he
accounling profession in Zimbabwe and Souin Africa. On leaving the profession, he entered
e railway @ ConsIfuction industry where be served in a senior inancial capacily and a$ 2

Beard member. Lipon mrival in Australiz in 1986 e worked in the efecronics manufaciuring

and boalbuiding indusiries pricr 1o joining Austal.




NMON EXECUTIVE DIRECTORS

CHRISTOPHER NMORMAN B.Eng (Hons) - Non Exceutive Director

Direcior since

Lagi elected 24 Coober 2003
Christopner Noman is ong of Ihe founding directors of Ausial. He graduated fom ihe
Liniv S i T8 wilh first class honoars in Naval Archireclure and

has previousty beert Austai’s lechnical Direcior, M Norman has been 2 driving force inine

iV

Xperience in

internalional marketing and sales, held he p\,-.. Sein Defwesn 1949

in May 2000,
of ousanding service in ihe profession of Me

CONEr wWas anwarced e ous A.GM. Michell Award in recognilicn

narical Lnginessing. He is a member of boh

Ihe Royal Instiwiion of Naval Archilects and the Germanischer Uoyg Asean Commitee,

JOHN POYNTON B.Com, FSIA, FAIM, FAICD - Independent Director

ACHIM DRESCHER B

¢

Direclor since 24 /\nqu 'I":)?ﬁ

Last elected 24 October 2003

lonn Poyntor is Executive Chairman of Azare Capital, & corporaie advisery finm based in
Weslern Ausiraiia. e is a non execulive direcler of Muliipiex itd and Alina L an is a
member of the Payimenis Sysiem Board of ihe Reserve Bank of Australia. Me is aise & membey
of Ihe Business Schoot ar e University of Wesiern Australia where he serves as an Adjuncl
Professor of Financial Management. John is Chairman of the Board of Governos ar the
Western Austra

an Museum Foundalion.

R

.E¢ - Independent Director

ROBERYT BROWNING

Disector since 7 Sepiember 1
lagt electe 17 Ccrober 2001

Achim Crescher is ihe Charman of Cokimbus Line Ausiralia Pty Lisiled, 2 non executive

director of Adsieam Marine Limied, Leighton Hofdings Limited and Sword Secusitsalion

Limited. Mr Drescher is a1so @ non exc
Scieme [RAN].

live direcior of 1he Young Endesvour Youih

I 1987 Mr Drescher
was awarded he "Cross of the Crder of Merit® by the Fecerat I<sp|m.'c of Gemany.

Mr Drescher is 8 member of the Germanischer Hoyd Asean Comm

MSe, MBA, FAIM - Independosnt Direcior

Direclor since 2 September

last electes 24 Coober 2003

aberl Browning is Chief Execuive Cificer of Alintz ld, he operaios and parl owner
ang New Zealand.

wl Inclusiny WA,

cf 857 pillien wonh of enerqy infrasiruclure assels across Australi
He is also a non execulive direcior of Ihe Chamber of Comme

intng Alinia, Mr Browring was with global energy and services company, Aguila

and human

c. N a variely of vice president (oigs invol

Y sirstegic pl

(ESOUre

management.

an MEA

sels legtinge of

San Diego Slate Universit
from he Universty of Phoenix ang a Maser of Science from Massach

Tecrewology. Sloan School of Managemers.

Mr Browning holds s Bacheic Science degres fic
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LIKELY DEVELOPMINTS AND FUTURE RESULTS
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SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS
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ROUNDING OF AMOUNTS




STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 fUNE 2004

N e
o Mans

Profi/ioss) from ordiaacy adtivives before incame tax expense ISR

y activitie

income tax berfit/lexpensel relating 10 ording

Net loss attributable to cutside equity inlerests

Total savenues, expenses and valuation agjustments. srributable, .

to membsrs of the paren enlity and meoanised directly in equity T

Total changes. fa equily other than those resulting from ransactions ;‘

with owners as owners atributable 1o members of the parent entity 2 LB 1008




STATEMENT OF FINANCIAL POSITION
AT 30 SUNE 2004

Oiher

Total Curcerst Liabilities

art Liabiitles

Totat Non-Curr




OF CASH FLOWS

T
YEAR ENDED 30 SJUNE 2004

E
E

STATEM
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MOTES TO THE CONCISE FINANCIAL STATEMENTS

OF PREPARATION OF THE CONCISE FINANCIAL REPORT

BASIS

NMOTE 1.

1cigs

Changas in Accouniing Pol

PROFIT AND LOSS ITEMS

NOTE 2.

Sales revenugs ...

SRVENUES

Qther

sk

L4z

O

i




MOTES TO THE CONCISE FINANCIAL STATEMENTS

MOTE 3. EARNINGS PER SHARE
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INDEPENDENT AUDIT REPORT
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SHAREHOLDER INFORMATION

DISTRIBUTION (OF SHARES

TWENMTY LARGEST SHAREHOLDERS

SUBSYANTIAL SHAREHOLDERS

VOTING RIGHTS




CORPORATE DUIRECTORY

DIRECTORS

Executive Direciors




Al BT 3 55 mate v

Three Aumtatoull cotamarans in

Auisti! clareny amy

v
IR /5,' /;2/;1/

%
o

.P/ L
B

A7

o

4

L

G
25

7




i
Gl
it

i

hosy

Ry
i

b




5] 7
FEIOE OF it
QHPORATE N

AUSTAL LIMITED

Annual Report 2004




AUSTAL LIMITED
Annual Report 2004

ABN 73 009 250 266

Contents

Chairman’s REPOITL......covimieesiiamissmssvmssissressssmssasereicmsmstsssssassnssensassissssssssessensesesisonss pavecessirss DAGE 2

Management Discussion and ANALYEIS ... rrerccesscesnemsescasmassssnsmenssnsmsersrassmstiorsisrssasssrsse esene Page 3
PrOfile Of DHIBCIOIA covvsrevecenntseserssmsesmrussesarss e rmssnsersnsessosssass sastsinses sassssssssnstonsas sssasesarersssnsvan e sessms Page 7
Directors’ Report w.vrveniss S Tt S eI A SRR BR RS SRB AR RN R4 SRR S e R s Page 9
Statement of Financial PEIOMMANCE. ......ocoirirmcrcsissonsennssesmsessecsnssessrstasniensssesisstssasssrossss Page 12

Staternent of Financial POSIEON ........ccmisriornmsenesrissscsnmssenctsrsssssccssencsrsssessrsamerecosssssssereasessevacees PRZE 13

Statement of CashLITIOWS ... irencr ittt semsssensis e rasesssss s vassmssseasssnsonreeses PAGE 14

Notes to the Financial SIEIBNIZ v seessasrmmissuensiisissicssasencississsssseasosesesismsssemssnsssossassses . Page 15
DIrectors’ DECIATALION . icoiiiimiensrsesiesmmosiissismsssssssassscsasscsiessiaesesomaaramssassssetsssnessss sessons spaassermasses Page 50
COTPOTAtE GOVEITIBIACE vuesirrrsmsestsessscsitrassintenissasissnrs sebsbssssansssesssemmnssstons s bessts s shsnesbersamsrassarenastensas Page 51
Independent AUdit REPOIL......uviivvirieemresisssieccessreecenrresssrsrsarsersatersssssestosmssansssasesecsssannassaransars Page 57
Sharcholder Information.......eecemeenes arrreees st Lot a s s n ket e e eASh ke A sebr s e e R e e R et emraniran R Page 59
COTPOIALE DITBEIOTI . vavrvreermieentscressanniseiserisestnsranssmssnrbrrsatiorsssssasssssassresssnsesnssrasssensnesssserssisssosons Page 60

2004/2005 Calendar of Events

Annusl General Mecting
The Ammual General Meeting of shareholders will be held at 3.00pm on 22 October 2004 at the Fremantle
Sailing Club, “Suctess Harbour”, Marine Terrace, Fremantle, Western Australia.




Chairman’s Report

After the disappointing results of 2003 it is extremely pleasing to be able o report a return to profit in
the past year. This significantly improved result can largely be attributed 1o a greater emphasis on
projects involving the desigr and construction of commercial and defence vessels. Future sales and
marketing effort will be focussed on these markets, where there are good prospects for future business
growih,

This year we szcured the contract to build a fleet of patrol boats for the Royal Australian Navy, The
value of this o1der extends beyond the purely monetary. It guarantees a base level of income for over
three yvears and thus reduces our exposure to the large fluctuations in work flow that typify the
shipbuilding injustry. Being selected for the RAN project was also vital to cementing our reputation in
the internations] naval patrol boat market, where we see significant opportunities for further business
development,

Our United Stutes operation has also made significant progress delivering its largest vessel to date.
. With new management sfructures in place and increased productivity as workforce skills have been
developed, the US operation’s financial results have improved markedly.

This is particularly important as it is increasingly likely that, following our selection for the final
design, we will also be involved in the construction of the US Navy’s planned Littoral Combat Ship, a
project that hais the potential to grow our US operations beyond the scope of our current Australian
activities. :

Our participation in these exciting defence-related projects would not have been possible had we: not
taken steps to cliversify our product range beyond fast ferries and to move into the protected US market.-
fhrough the establishrent of the shipyard in Alabama.

Ferries and othier vessels for cornmercial applications continue to be central to our business and the
construction of the 126.7 metre trimaran ferry Lias, as expected, generated renewed interest in larger
fast vessels. Like everyone at Austal, leading ferry operntors are eagerly awaiting the results of the sea
trials of this ground breaking vessel.

Our smaller vessels continue o make 2 valuable contribution to the overall resnlts and are clearly
highly respected by their owners, Two customers returned with orders for new vessels this year, one of
thern confirmirg orders for its sixth and seventh Austal vessels within a two year period. This customer
loyalty also extends to the larger vehicle ferries, as evidenced by a new order from a Greek operator
that already opzrates four of our vessels.

On behalf of the Board and Management, I would like to thank all the staff for their effort and
commitment tkroughout the year, This has been instrumental in achieving the rapid turnaround in our
results and with a number of exciting projects ahead of us, staff and shareholders can look to the foture
with confidenc: and enthusiasm.

(’ e

ROTHWELL
EXECUTIVE CHAIRMAN




Management Discussion and Analysis

The 2004 Greup operating profit after tax and outside equity interest for the year has improved
substantially from an $18.7 million loss the previous year to a profit of $20.1 million.

The turnaround in the result reflects the cffect of lower losses from the completion of the last uxury
vacht contract; as well as comtinued improvement in productivity in the comumercial and defence
contracts. The decline in the luxury motor yacht activities was replaced by increased production of
patrol vessels Izaving the revenue marginally higher than the previous year.

The efficiency of-the US operation has been greatly improved with the loss (after outside equity
interests) being; reduced from $12.9 million in 2003 to $1.0 million in 2004.

The Group operating profit has also included a write back of the provision for the Austal Group
Management Share Plan loans of $2.4 million, A provision of $3.7 million was created the previous
year.

FINANCIAL §UMMARY

Year ended 30 June 2004 2003

) SM SM
Revenue 310.1 307.7
EBITDA. ‘ 28.3 (34.8)
Depreciation & Amortisation 3.9 (4.6)
EBIT 24.4 (39.4)
Net Interest Received 03 2.7
Operating Profit Before Tax 24.7 {36.7)
Tax Benefit/(Expense) (5.9) 128
Operating Profit After Tax 19.7 {24.2)
Outside Equity Interests 0.4 55
Net Profit After Tax and OEI 20.1 (187
% EBIT/Revenue 1.9 (12.8)
Earnings Per Share {eps) 10.4 9.7)
Net Assets 135.8 113.5
Return on Equity (%) 14.8 (16.5)

The main inciease in interest bearing liabilities was a specific facility to provide the constmction
funding for a vessel which was in progress at the year end.

As a result of the losses in the previous year there are no franking credits. In view of this a dividend
has not been declared for the year. Subject to operating reguirements and market conditions, the
compeany is proposing to buy back up to five per cent of its issued share capital over the next 12
months.

COMMERCLAL VESSELS
Augtal has continued to be successful in the global market for high-speed vehicle-passenger ferries
which, despite ifs currently subdued state, continues to be an important part of the compamy’s business.

The 86 metre catameran “Spirit of Ontario I” was the largest of four vehicle-passenger femies
completed in Australia during the year and is now operating between the USA and Canada across Lake
Ontario, having made premotional stopovers in Hawaii and New York City during the delivery voyage.




In addition, a 55 metre ferry was delivered to an operator based in Tahiti and a SO metre medium speed
vessel Ims been operating in South Australia since its completion in late 2003.

Fred. Olsen, S.A. took delivery of the 66 metre catamaran “Bocayna Express” for its operations in the
Canary Islands, Austal is currently building that same company s 126.7 metre vehicle-passenger
trimaren fast ferry which is on schedule for completion towards the end of 2004,

Also currently under construction in Australia is an 85 metre vehicle-passenger catamaran which was
ordered by Hellas Flying Dolphins (FHFD) in April 2004. HFD is the largest operator in the Greek
domestic ferry industry and its fleet of 23 fast vessels already includes four Austal-built catamarans.,

Two 41 metre I arbour cruise catamarans were completed during the period for New World First Travel
Services for operation in Hong Kong. A related company placed an order for two 47.5 melre fast
passenger ferrics which are close sisterships to three catamarans delivered by Austal for the same
operation in 2602,

North Star Cruises becatne a repeat customer during the perind, confirming a contract for a 50 metre
live-aboard vessel for its adventure cruise operations in the north-west of Auswalia. This will replace
the customer’s smaller vessel completed in 1999. This new lve-aboard and a 37.7 metre research
vessel ordered by a privale client in May 2004 are being built in shipbuilding facilities previously
utilised for the vonstruction of luxury motor yachts.

DEFENCE VEGSELS

Three 22 metre Coast Guard vessels were completed for the Kuwait Minisiry of Interior end handed
over in March }004. These were the company’s first international patrol boat deliveries. Following on
from these are 10 naval patrol boats which were ordered by the Republic of Yemen in 2003.
Construction of these 37.5 metre vessels has been ongoing throughout the year, with the majonty now
launched. The prroject is scheduled for completion by December 2004,

In Deeember 2003 Austal, in conjunction with its tender parmer Defence Maritime Services, was
awarded a coniract to supply 12 new patrol boats for the Royal Australian Navy (RAN). Under the
terms of this prestigious contract, Austal will design and build the 56 metre Armidale Class vessels
over a 42 month period. Construction cormmenced on schedule in April 2004 and will continue until
mid-2007.

LUXURY MOTOR YACHTS
Oceanfast confinued to demonstrate its ability to produce luxury motor yechts to the highest industry
standards with the completion of fhrec yachts during the year. These vessels represented the
outstanding balmce of the motor yacht order book, and with no nsw contracts signed, there is currently
10 yacht constniction activity.

Sales and markicting strategies have been reviewed with the intention of pursuing any future yacht
contracts on a very selective basis.

The production facilities previously used for the building of luxury motor yachts are being utilised for
the comstruetion of comumercial and defence vessels.

AUSTAL USA

“Zephyr”, a 43 metre passenger-only catamaran built for a New York based customer, was the first of
two deliveries from the US operation during the year. The sccond, a 58 metre vehicle-passenger
catzmaran, is the largest vessel so far built at the shipyard in Alabama. Production efficiency on this
vessel was considerably higher than on previous US builds and the project was completed on schedule
in May 2004,

In December 20003, Austal USA was awarded a contract to build a 31.2 metre catamaran which will be
used to demonstrate high speed vessel technology to the US Office of Naval Research.

The use of the company’s technology in defence applications was highlighted in May 2004 when a
team, including; Austal, was ewarded a contract to prepare a final design for the US Navy’s Littoral
Combet Ship project. The contract provides for options to build two LCS vessels following the
completion of the design period in October 2005. This project may mvolve the construction of up to 60
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of these 127 metre long ships over the next 15 years. Austal is the ship designer and builder in the
team, which is led by General Dynamics.

Production of a 105 metre catamaran ferry commenced in June 2004 following the signing of &
contract, subject only fo finance, with Hawaii Superferry (HISF). HSF plans to ecquire two vessels for a
new infer-island ferry service and has completed the first stage of its equity raising. Finance approval is
expected by Dicember 2004. The construction of this vessel will Lelp facilitate the development of the
1es0Urces necessary to undertake the LCS project.

ENVIRONMENTAL PERFORMANCE

Austal continuzs to focus on cnvironmental legislation that affects the company's operations, inchiding
staying within external noise limitations and complying with the Montreal Protocol which governs the
protection of the ozone layer by ensuring the use of approved gases.

Environmental issues, including global and local regulations, are also considered in the design and
construction of cliemts’ vessels. This includes ensuring that only approved paint and antifouling
products are uied and the continued development of hullforms that minimise wake wash generation to
reduce possible adverse effects of these waves in environmentally sensitive areas. Research and
development aimed at increasing vessel efficiency elso has a positive environmental effect by reducing
engine exhaust emissions.

PEOFLE

Augtal’s employees are its most valuable asset and the company is committed to providing a safe and
rewarding working environment. The completion of the labour intensive huxury motor yachts projects
during the ye:zz inevitably resulted in & reduction in workforce, particularly in the specialist trades
associated with yacht construction. Where practical, workers were transferred onto the construction of
other vessel types.

Productivity gains in all areas have been demonstrzted and have flowed, in particular, from an
enhanced project management approach. For the second year in a row there has been a significant
improvement in safety, with the Lost Time Injury frequency rate halved. This means it is now at its
lowest level sver and is significantly below the construction industry average.

The extended nature of the RAN contract enhances our ability to maintain a more stable workforce,
providing a more secure workplace for cur employees to further develop their skills and experience.
The company zontinues o invest in ifs futare workforce through its apprenticeship programme which
yprovides an important influx of specialist skills into the workforce.

The US operation is alsc focussed on building its workforce in order to meet the demands of building
larger vessels. This is being achieved through local recruitment and the transfer of experienced
personnel fromn Australia to help facilitate further increases in production efficiency and skills
development. '

OUTLOOX

The success o: the Group’s strategy means we have a solid forward order position. This is a result of
securing the contract to build the RAN patro] boats, the majority of which are to be delivered in the
2005 and 200¢ financial years.

In addition to 2 base load of construction work, the contract is a great endorsement of the company by
one of the world’s most highly regarded navies. Securing the order has confirmed our status as a highly
credible designer and builder of patrol boats. The RAN contract, together with our recent Middle
Easierm patrol boat projects, has opened up a number of opportunities with other countries which are
currently being pursued.

Our stature in the naval market has also been eshanced through cur participation in the US Navy’s
Littoral Combat Ship project in which our team is progressing steadily towards an initial construction
contract. It is anficipated that this will be confirmed i late 2005, bringing with it the prospect of a
major long-term production programme involving up to 60 ships. The team’s progress to the final
design phage indicates that the Austal aluminium trimaran is held in high regard as a fast naval
platform. Other nations are also examining the potential for similar ships.




The LCS design is based on the same trimaran holiform that is cucently being used in the 126.7 metre
trimeran ferry for Pred. Olsen, S.A. Construction of this vessel has progressed according to plan and
sea trials are scheduled for November 2004. The trimaran technology has attracted considerable interest
from current ferry operators who are eagerly awaiting confinnation of the vessel’s performance during
trials. We expect that successful trials will be a catalyst for further trimaran ferry orders and
simultaneously enhance our prospects for the LCS project.

Contracts on hand at 30 June 2004 amounted to $460 million to be completed across the 2005, 2006
and 2007 finarcial years. Approximately 70 per cent of this is derived from defence-related projects
and the remainder from commercial vessel construction, This workload provides a solid foundation. for
the foture and & firm basis to further our strategy for growth through both commercial and defence
oppertunities in the United States, Australia and other markets around the world.

The performarice of the Group was underpinned by ow worldforce who rose to the challenge of
improving productivity, project management and securing the strategically critical RAN and LCS
contracts. I wenld like to join our Executive Chairman in thanking everyone for their contribution.

ROBERT McKINNON
Managing Director




Profile of Directors

EXECUTIVE DIRECTORS

JOHN ROTHWELL AO - Executive Chairman

Exeentive Director

Director since 9 October 1987

Last elected: 117 Qctober 2001

With in excess of 30 years experience in boat and shipbuilding, John Rothwell has played a major role
in the devclopment of the Australian aluminium shipbuilding industry and is a founding direcior of
Austal,

He is 2 memnber of Det Norske Veritas Ausiralia and the Bureau Veritas Asia & Australia Committees,
which are two Clessification Societies used by Austal.

In Jamuary 2004, John Rothwell was appointed an Officer of the Order of Australia for services to the
Ausiralian shipbuilding industry through the development of trade links and for significant
contributions 1o vocational education and training. In October 2002, John Rothwell was named the
Ernst & Young; “Australian Entreprenenr of the Year.”

ROBERT MCKINNON CPA, FCIS - Managing Director

Executive Director

Direetor since 5 July 1999

Lasi elected: 20 Ociober 1999

Bob McKinnen joired Austal in early 1999 as General Manager after a long career with Cepral
Aluminimmn doring which he held senior positions in finsnce, distribution and manufacturing .
operations. '

Mx McKinnor: was appointed to the Board of Dircctors in July 1999 and assumed the position of
Managing Dirisctor in February 2000. He is responsible for the day to day operations of Austal and its
subsidiaries.

MICHAEL ATKINSON CA (ZIM), CA (8A) - Exccutive Director, Finance & Company

Secretary

Executive Director

Director sinee: 14 September 1994

Last elected: |5 October 2002

Michae] Atkirson joined Austal in 1990 as Financial Controller and was appointed to the Board in

1994. He is a gualified Chartered Accountant with 10 years experience in the accounting profession in

Zimbabwe and South Aftica. On leaving the profession, he entered the railway and construction

industry wherz he served in a senior financial capacity and as a Board member. Upon arrival in

‘ Aus{ra]ja in 1986 he worked in the electronics manufacturing and boat building industries prior to
Jjoining Austal, :

NON EXECUTIVE DIRECTORS

CHRISTOPHER NORMAN (B.Eng Hons) - Non Executive Director

Director since 9 October 1987

Last elected: 24 October 2003

Clristopher Norman is one of the founding directors of Austal. He greduated from the University of
New South Wales in 1986 with first class honours in Naval Architecture and has previcusly been
Austal's Technical Director. Mr Norman has been a driving force in the technical and muarketing
success of the company and, with extensive experience in international marketing and sales, held the
position of Sales Director between 1993 and 2002.

In May 2000, Christopher was awarded the prestigious A.G.M. Michell Award in recognmition of
outstanding service in the profession of Mechanical Engineering. He is 2 member of both the Royal
Institution of tWaval Architects and the Germanischer Lloyd Asean Commitiee.




JOHN POYNTON B.Com, FSIA, FAIM, FAICD - Independent Director

Dircetor since 24 August 1998

Last clected 24 October 2003

John Poynton is Executive Chainman of Azure Capital, a corporate advisory firm based in Westem
Australis. He is a non executive director of Multiplex Ltd and Alinta Ltd and is a member of the
Payments Sysiem Board of the Regerve Bank of Australia. He is also a memsber of the Business School
at the University of Westemn Australia wlhere he serves as an Adjunct Professor of Financial
Management, Jobn is Chairman of the Board of Governors at the Western Australian Museum
Fouadation.

ACHIM DRESCHER, B.Ec - Independent Director

Dircector sinet: 7 September 1998

Last clected 17 October 2001

Achim Drescher is the Chairman of Columbus Line Australia Pty Limited, a non executive director of
Adsteam Marine Limited, Leighton Holdings Limited and Sword Securitisation Limited. Mr Drescher
is also a non executive director of the Young Bndeavour Youth Scheme (RAN).

Mr Drescher is a member of the Germanischer Lloyd Asean Committee. In 1997 Mr Dreschcr was
awarded the “Cross of the Order of Merit” by the Federal Republic of Germany.

ROBERT BROWNING MSc¢, MBA, FAIM — Independent Director

Director since: 2 September 2003

Last elected 24 October 2003

Robert Browning is Chief Executive Officer of Alinta Ltd, the operator and part owner of $5.7 billion
worth of enerjyy infrastructure assets across Australia and New Zealand. He is alse a non executive
director of the Chamber of Commerce and Industry WA.

Prior to joining Alinta, Mr Browning was with global energy and services company, Aquila Inc; ina -
variety of vice president roles involved in sirategic planning, operational and human resources
anagement.

Mz Browning holds a Bachelor of Science degree from San Diego State University, an MBA from the
University of Phoenix and 2 Master of Science from Massachusetts Institute of Technology, Sloan
School of Maragement.

Unless otherwise indicated all Directors held their position as a Director throughout the entire
Jinancial year and up io the dute of this report.

The maximum term of office for a Director on the Austal Board is three years, with the exception of the
Managing Director who is exempted from retivement by roration. Each year the longest serving one
third of the Board must retive from office. A retiring Director is eligible for re-election.




Directors’ Report

The Board of |Directors of Austal Limited submnit their report for the {inancial year ended 30 June 2004.
The following persons were directors during the year:

John Rotrwell

Robert McKinnon

Christopher Norman

Micheael Atkinson

John Poynten

Achim Drescher

Robert Browning (appointed 2 September 2003)

Prineipal Activities

The principal activities of the consolidated entity ere the design and manufacture of bigh performance
vessels. These activities were unchanged from the previous yzar.

Results
The profit of ihe consolidated entity for the financial year was $20.113 million after income tax and
outside equity interests.

Review of Operations
A review of the operations of the consolidated entity is outlined in the Management Discussion and
Anslysis,

Dividends

No dividends were paid during the year and no final dividend has been recommended for the year
ended 30 June 2004,

Significant Events After Year End
‘There were no significant events occurring after year end.

Likely Developments and Future Resuits
A general discussion of the group outlook is included-in the Chairman’s Report and Managemcnt
Discussion andl Analysis.

Significant Chianges in the State of Affairs
A review of the significant changes in the state of affairs of the consolidated entity is outlined in the
Management Discussion and Analysis,

Environmentnl Performance

The congolidated entity has a policy of at least complying with, but in most cases exceeding,
environmental performance requirements. No environmental breaches have been notified by any
Government Agency during the year ended 30 June 2004,

Total Number of Employees

As at 30 Juue 2004, the consolidated entity employed a totel of 1,209 full-time equivalents {2003:
1,752 full-time equivalents).




Dircetors® Remuneration

Deteils of the remuncration paid directly or indircetly to directors of the Company, in connection with
the management of the affairs of the entity and its subsidiaries, during the yeer to 30 June 2004 are as
follows:

Directors’ ConsoHancy Base Super- Other Total
Fees Fees Salary  annuation
5 $ 3 $ : $ S
John Rothwell - 291,041 82,652 7,439 - 381,132
Robert McKinnon - - 332,053 29,351 84,991 446,395
Michae] Atkinsen - 232,827 - - - 232,327
Christopher Niorman 22,857 - - - - 22,857
John Poynton 62,502 - - - - 62,502
Achim Dreschier 43,750 - - - - 43,750
Robert Browning * 45,833 - - - - 45,833
% Director for -part of the year
Executive Officers’ Remuneration
The five most highly remmnerated executive officers (excluding directors of the Company) are shown
below. The pavent entity does not employ any person.
Consultaney Base Super- Bonus Othber Total
Fees Salary annuation
b 3 3 3 3 §
Stewart Hill - 121,261 30,583 - 30418 182,662
Brad Draper - 202,180 15,856 - 20,014 238,050
William Roteveel . 159,812 34,355 30,000 - 224,667
Greg Metcalf - 213,922 16,506 - 93,646 324,074
Glenn Williams 163,495 - - 20,000 - 183,495

Remuneration Policy ,

1t is the Company’s objective to provide maxinum stakeholder benefit from the retention of a high
quality Board and executive team by remunerating Directors and key executives fairly and
appropriately with reference to relevant employment market conditions. The sxpected outcomes of the
yemungration. struchure are:

g)  rctmtion and motivation of key executives
b) attraction of quality management to the company

There is no schieme to provide retirement benefits to any director, other than statutory superannuation
1o the Managing Director and Chairman.

Directors® Interests i
The directors iheld the following direct and indirect sharcholdings in the Company at the date of this
1eport:

Direct Indirect Total
John Rothwell 33,724,685 : - 33,724,685
Christoplier Norman 26,595,621 6,600 26,602,221
Michael Atkinzon 1,415,737 - 1,415,737
Joha Poynton 100,000 - 100,000
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The following directors also participate in the Austal Group Manegement Share Plan and are subject to
the rules of the: Plan. Refer to Note 27 Austal Group Management Share Plan for full details of the
plan.

Loan (8) Number of Shares

Robert McKinron 1,745,145 1,855,186
Michael Atkinson 263,764 285,062
John Poynton 263,764 285,062
Achim Drescher 263,764 285,062

Directors have no other equity interest in either the parent entity or its subsidiaries.

Directors’ Mentings
The number of directors’ meetings (including meetings of committees of directors) held during the year
and the number attended by each of the directors js as follows:

Meetings of Meetings of Meetings of
Directors Audit Neomination and
Committee Remuneration
Committes
Number of meetings held 7 4 3
Number of meetings attended by:
Joln Rothwell 7 - 3
Robert McKinnon 7 - -
Michee] Atkinson 5 - -
Christopher Norman 4 - -
John Poynton 6 4 -
Achim Dresclier 6 - 2
Robeit Browring ¥ 7 3 3
¥ Director for part of the year

Indemnification of Directors

An indemnity agreement has been entered into between the parent entity and each of the directors
named in this report. Under the agreement, the company has agreed to indemnify those directors
against any claim or for any expenses or costs, which may arise as a result of work performed in their
Tespective capacities.

Insurance arrarigements established in the previous year concerning directors of the consolidated entity
were renewed or continued during fiseal 2004. The terms of the insurance arrangements and preminms
payable are sutject to a confidentiality clanse.

Rounding of amounts

The perent emiity is a company of the kind specified in the Australian Securities and Investment
Commission class order 98/0100. In accordance with that class order, amounts in the financial
statements an¢. the Directors’ Report have been rounded to the nearest thousand dollars unless
specitically stated to be otherwise.

This report has been made in accordance with a resolution of directors.

Dated at Henderson this 20th day of August 2004.
Y e .

John Rothwell
Chief Executive Officer

~

Michael Atkincon
Finance Director




Anustal Limited
Statement of Financial Performance
For the Year Ended 30 June 2004

Consolidated Parent
Nate 2004 2003 2004 2003
$000 3000 $000 3000

Revenues from ordinary activities 2 310,110 307,776 1,633 13,257
Expenses from ordinary activities 2 (285,896) (339,940) (1,740) (21,147)
Borrowing costs 2 (1,504) (872) (55) (81)
Provision for Ainstal Group Management Share Plan

loans 2365 (3,714 2365 (3,714)
Profit/(Joss) from ardinary activities before income tax

expense 24,675  (36,750) 2,503 (11,685)
Income tax benefit/{expense) relating to erdinary

activities 6 (4,977) 12,517 (1,197) 3,045
Net profiti(loss) 19,698  (24,233) 1,306 (8,640)
Net loss attributable 1o outside equity interests (415) (5,565) - -
Net profit/(loss) attributable to members of the parent :

entity 20,113 (18,668) 1,306~ (8,640)
Netexchange Jifference on translation of financial

teport of self-sustaining foreign operations 102 292 - -
Decrease in rerained profits on adoption of

revised accourting standard:

AASB 1028 “Timployee Benefits™ - (212) - -
Total revennes, expenses and valuation adjustments

attributable to members of the parent entity and ]

recognised divectly In equity 102 80 - -
Total changes in equity other than those resulting

from transactions with owners as owners attributable

to members of the parent entity 20,215 (18,588) 1,306  (8,640)
Basic earnings per share (cemts per share) 3 10.4 .7 - -
Diluted earnings per share (cents per share) 3 10.4 9.7 - -

The accompanying notes form an integral part of this Statement of Fmancial Performance.
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Austal lLimited
Statement of Financial Position

At 30 June 2004
Cousolidated Parent
Note 2004 2003 2004 2403
$000 $008 $000 $000

Current Assets
Cash assets 79,595 27,512 216 257
Receivables 7 9,389 9303 52,067 51,886
Inventories 8 50,631 62,417 - -
Other fimancial assets 9 6,729 25,150 - -
Other 12 2,937 - - -
Total Current Assets 149281 124,382 52,283 52,143
Non-Current Assets
Cash assets 20 2,623 4,133 - -
Receivables ' . 7 22,502 26,545 13,445 11,412
Ofher financial assets : 9 3,902 2,929 2,175 1,789
Froperty, plant and equipment 10 59,842 62,471 117,627 18,102
Other 12 12,334 11,729 - -
Total Non-Current Assets 101,203 107,807 33247 31,303
Total Assets 250,484 232,189 85,530 83,446
Current Liabilities
Payables 13 27,867 58,856 36 81
Interest beariny liabilities 14 33,586 4,510 - -
Provisions 13 19,484 17,741 - -
Other R - 16 16,432 20.748 - -
Total Current Liabilities . 97,369 101,855 36 81
Non-Current Liabilities
Paysbles 13 874 2,443 - -
Interest beariny; Liabilities 14 15,052 14,133 - -
Deferred tax liabilities 6 823 - 823 -
Provisions 15 536 266 - -
Total Non-Current Liabilities 17,285 16,842 823 -
Total Liabilities 114,654 118,697 859 81
Net Assets 135,830 113,492  84,67) 83,365
Equity
Contributed equity 17 46,171 46,171 46,171 46,171
Reserves 18 557 398 - -
Retained profils 19 88,232 68,156 38,500 37,194
Parent entity iriterest 134,960 114,725  B4,671 83,365
Outzide equity interest 19 870 {1,233) - -
Total Equity . 135830 113,492 84,671 £3,365

The nccompanying notes form an integral part of this Statement of Financial Position.
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Austal ILimited
Statement of Cash Flows

For the Year Ended 30 June 2004

Consolidated Parent
Note 2004 2003 2004 2003
$000 $000 $000 $000
Cash flows from operating activities
Receipts from customers 309,546 208,431 5,198 3,028
Payments to suppliers and employees {292,206) (314427) (1,239 {7,334)
Interest recejved 2,160 4,154 276 909
Bonowing cosls paid (4,115) (1,001) (55) &1
Dividends rectived - - - 10,481
GST refunded 8,769 10,670 53 37
Tax paid (2,661) (2,018) (2,661 (527)
Netcash from (to) operating activities 20(b) 21,493 {4,191) 1,572 6,513
Cash flows from investing activities
Payments for plant and equipment (1,200) (2,000) - -
Payments for land (174) - - -
Payments for building additions 40)! (2,076) - -
Payments for capital work in progress (706) (1,238) - -
Proceeds from sale of land and buildings - - - -
Proceeds from sale of plant and equipment 87 69 - -
Payments for intangible assets (296) {142) - -
Proceeds from sale of intellecinal property - - - 210
Purchase of controlled entity {9¢) - {386 -
Purchase of shares in unlisted entities (3,028) - - -
Loan from cortrolled entitics - - {1,559) 3,140
Loans advanced - others 332 {23) 332 (23)
Net cash to investing activities (5,083) (5410)  (1,613) 3,327
Cash flow from financing activities
Repayment of borrowings (40,445) (5,912) (35,000) -
Proceeds from borrowings 70,878 - 35,000 -
Dividends paid - (5,646) - (9,646}
Minority shareholders’ contributions - 3,115 - -
Net cash to financing activities 30,433 (12,443) - {9,646)
Net increase (clecrease) in cagh held 46,841 (22,044) {41) 194
Cash at the beytinning of the financial year 25,872 48,320 257 63
Effects of excliange rate changes on cash 18 (404) - -
Cash at the end of the financial year 20(a) 72,731 25,872 216 257

Tte accompanying niotes form an integral part of this Statement of Cash Flows.

14




Austal Limited
Notes to the Financial Statements

Note 1. Statement of Significant Accounting Policies

@)

®)

©

@

(e)

Basis ol Accounting

The financial zeport has been prepared as a general purpose financial report which complies
with the requitements of the Cormporations Act 2001, Australian Accounting Standards and
Urgent Issues Group Consensus Views, The financial report hes been prepared in accordance
with {he historical cost convention and does not take account of changes in either the general
purchasing power of the dollar or in the price of specific assets.

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the previous year.

Basis of Consolidation
The consolidated financial statements include the financial statements of the parent entity,
Austal LLimited and its controlled entities, refeired to collectively as the “Consolidated Entity”.

All inter-entity balances and transactions have been eliminated. Where an entity either began or
ceased to be controlled during the year, the resulis are only included from the date control
comme:ced or until the date the contro) ceased.

Financial statements of foreign controlled emtities presented in accordamce with overseas
accounting principles are, for consclidation purposes, adjusted 1o comply with group pohcy and
general y accepted accounting principles in Australia.

Revenue
Revemue is recognised to the extent that it is probable that the economic benefits will flow to the
entity aad the revenue can be reliably measured.

Sales

In accordance with AASB 1009, sales are brought io account on a pereentage of completion

basis aad comprise vessel contract and bounty income. Bounty income is calculated: in

accordance with the Bounty (Ships) Act 1989 being:-

o 5% of eligible costs of a bountiable vessel that was completed and delivered by 31
December 2003; or

¢ 2% of eligible costs of a bonitiable vessel corapleted by 30 June 2004,

Vessels completed afler 30 June 2004 aze ineligible for bounty income.

Sale of (Toods
Sale of 1z00ds reveme is recognised when control of the goods has passed to the buyer.

Charter Revenue

Cherter revenue is operating rentals received on charter of vessels and is recognised when
conirol over the right to revenue is received.

Interesy .
Interest revenue is recognised when conirel to the right to receive revenue is obtained.

Foreign Currency Transactions
Foreign currency items are translated to Australian currency on the following bases:

e transactions are converted at exchange rates approximating those in effect at the date of
each transaction;

*  ampunts payeble and receivable are translated using the spot rate on balance date;

the financial statements of foreign operations considered self-sustaining are translated using the

current tate method. The financial statements of foreign operations considered integrated ere

translatzd using the temporal method.

15




Austal Limited
Notes to the Financial Statements

Note 1. Statement of Significant Accounting Policies (continned)

U]

©®

(h)

®

Exchange differences relating to monetary items are included in the Statement of Financial
Performance, as exchenge gains and losges, in the period when the exchange rate changes,
except ‘where:

» ihe exchange difference relates to the cost of acquisition of an asset under construction or
otherwise being made ready for future preductive use by the consolidated entity in its own
operations, or under construction for anotber entity pursuant to a construction contract. In
these cases the exchange difference is included in the cost of the assct;

¢ the exchange difference relates to hedging part of the net investment in a self-sustaining
forzign operation, in which case the exchange difference is trensferred to the foreign
curency translation reserve on consolidation; or

e the exchange difference relates to a transaction intended to hedge the purchase or sale of
gouds or services, in which case the exchange difference is included in the measurement of
the purchase or sale.

Cash and Cash Equivalents :

Cash on hand and in hanks and short—telm deposits are stated at pominal value. For the purpoge
of the statement of Cash Flows, cash includes cash on hand and in banks, net of cash held as a
guarantee.

Borroving Costs

Borrowing costs are expensed as mcurrcd, except where they are ncluded in the costs of
qualifying assets.

Taxes

Income Tax

The consclidated entity adopts the liability method of tax effect accounting whereby income tax
expensc shown in the Statement of Financial Performance is based on the operating profit before
tax adjusted for any permanent differences. The provision for deferred income tax liability and
future :income tax benefit represent the tax effect (at corrent rates) of differences between
income and expense items recognised in different accounting periods for both book and tax
purposes.

The benefit arising from estimated carry forward losses is recorded as a future income tax
benefit whers realisation of such benefit is considered to be virtually certain.

Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the amount of GST except where the GST
incurred on a purchase is not recoverable from the taxation authority, in which case the GST is
recognised as part of the consideration.

Inventories

Constriiction work in progress ig valued at cost, plus profit recognised to date, less any provision
for anticipated future losses. Costs inchide production overheads. Construction profits are
recognised on the percentage of completion basis. Percentage of completion is determined by
referenie to actwal costs fo date as a proportion of estimated fotal costs to complete each
confract.

Finished goods are valued at Jower of cost and net realisable value.

Stock i valued at the Jower of cost and net realisable value. Cost is determined on the average
cost bavis.
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Austal Limited
Notes to the Financial Statements

Note 1. Statement of Significant Accounting Policies (continued)

O

(k)

0

(m)

(m)

(0

Recoverable Amounts of Non-Current Assets

All nor-current assets are reviewed at least ammmally to determine whether their carrying
amounts require write down to recoverable amount. The recoverable amounts have been
assessedl based on expected future caghflows, which have not been discounted.

Operating Leases

The minimum lease payments of operating leases, where the lessor effectively retaing
substantially all of the risks and benefits of ownership of ihe leased item, are recognised as an
expense on g straight-line basis

Propery, Plant and Equipment

Items of property, plant and equipment are capitalised at historical cost and depreciated on &
diminis)iing value basis as outlined bolow, except for a $2.3m slipway which is depreciated on a
straight line basis over its uscful life of 15 years:

Buildingzs 2.5%pa
Plant ard Bquipment 1896-40%pa

The degreciation or amortisation is calenlated hased on the expected usefn] life of the asset,

Research and Development Costs

Research and development costs relating to the development of new products are deferred to
future periods to the extent that future benefits are expected, beyond any reasonable doubt,. 1o
equal or exceed those costs and any future costs necessary to give rise to the benefits.

Any de’erred costs are amortised over future accounting periods not exceeding 3 years in order
to match the costs with related benefits on the basis of expected future sales, commencing with
the con:mercial production of the product.

The un:mortised deferred research and development costs are reviewed annually at each balance
date ani fo the extent that they exceed the recoverable amount are written off.

Financilal Instraments included in Equity
Issued ind paid up capital is recognised at the fair value of the consideration received by the
compaty.

Any transaction costs arising on the issue of ordinary shares are recognised directly in equity as
a reduciion of the share proceeds received.

Financlal Instruments included in Liabilities
All loaas are measured at the principal amount. Imterest is recognised as an expense as it
accrues. :
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Austal Limited
Notes to the Financial Statements

Note 1. Statement of Significant Accounting Policies (consinued)

®)

(@)

)

(®

Financial Instruments inclnded in Assets
Trade debtors are initially recorded at the amount of contracted sales proceeds receivable
subsequent to delivery.

Provision for doubtful debts is recognised to the extent that recovery of the outstanding
receivable is considered Iess than likely. Any provision established is based on a review of all
ontstanding amounts at balance date, '

Baok deposits, bills of exchange, promissory notes, loans, marketable securities and marketable
equity securities are carried at cost. Interest revenme is recognised on an effective yield basis.
Dividend revenue is recognised when dividends are declared by the investee. Purchases and
sales o investments are recognised on the trade date.

Derivative Financial Instuments

Forward Currency Exchange Contracis

Forward currency exchange coniracts are initially recognised as either an asset or liability, at an
amoun: equal to the premium or discount on the forward currency exchange conmacts. The
assets nnd liabilides recognised are subsequently remeasured by reference to exchange rates at
balance: date. The gain or loss on remeasurement is brought to account in the Statement of
Finencisl Performance unless the contracts are entered to hedge anticipated future transactions,
in whizh vase the gain or loss is deferred and included in the initial measwement of the
anticipated item being hedged.

The premium or discount on the forward cwmrency exchange contracts is amortised over the
period of the contract, unless the contracts are entered to hedge anticipated future transactions,
in which case the premium or discount is included in the initial measurement of snticipated
items teing hedged.

Where a hedge transaction is tenminated early and the anticipated transaction is still expected to
occur s designated, the deferred gains and losses that arose on the foreign currency hedge prior.
to its termination contine 10 be deferred and are included in the measurement of the purchase or
sale when it occurs. Where a bedge transaction is terminated carly because the anticipated
transaction is no longer expected to oceur, as designated, deferred gains and Josses that arose on
the forzign currency hedge prior to its termination arc included in the Statement of Financial
Perforrnance for the period.

Goodvill

On the acquisition of a business or a controlled entity, the difference between the purchase
considiration plus incidental expenses and the fair value of identifiable net assets iz initially
brought to account as goodwill or discount on acguisition. Goodwill on acquisition is amortised
on a straight-line basis over a period of 0-5 years depending on the perjod of time in which it is
expecti:d that benefits will arise.

Provisions

Provisions are recognised when the economic entity has a legal, equitable or constructive
obligation to make a future sacrifice of economic benefits to other entities as a result of past
frapsactions or other past events, it is probable that a future sacrifice of economic benefits will
be required and a reliable estimate can be made of the amount of the obligation, A provision for
dividerds is not recognised as a liability unless the dividends are declared, determined or
publicly recommended on or before the reporting date.

Warraunties
Provision is made for warranty based on the estimated future costs of warranty repairs on
vessels,
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Austal Limited
Notes to the Finanecial Statements

Note 1. Statement of Significant Accounting Policies (continued)

@

™)

=)

®

Workers® Compensation Insurance
A provision for workers' compensation insurance is recognised for the expected costs of current
claims iind claims incurred but not reported.

Provision for Employee Benefits
Provision has been made for benefits accruing to employees in relation to annual leave, vested
gick leave, long service leave and work safe bonus.

All on-costs, including payroll tax, workers’ compensation and superannuation benefits are
include in the determination of provisions. Lisbilities in respect to employee benefits expected
to be settfed within twelve months of the reporting date are measured 2t their nominal amounts
based ¢n remuneration rates which are expected to be paid when the liability is settled. All
other anployee benefit lisbilities are measured at the present value of the estimated future cash
outflow to be made in respect of services provided by employees up io the reporting date. In
determining the present value of future cagh outflows, the market vield as at the reporting date
on national governent bonds, which have terms to maturity approximating the terms of the
related liability, are used,

Management Share Plan

Certain directors and managers .are entitled to participate in the Austal Group Management
Share Plan. Loans are provided to assist in the purchase of the shares in the plan. No.
remuneration expense is recognised in respect of employee shares. Amounts outstanding on .
loans are inclnded in non-current receivables.

Earnings per Share

Basic earnings per share is calculated as net profit attributable to members, adjusted to exclude
costs of servicing equity and preference share dividends, divided by the weighted average
number of shares, adjusted for any bonus element.
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Austal Limited

Notes to the Financial Statements

Note Consolidated Parent

2004 2003 2004 2003

S060 $000 $000 $000
Note 2. Profit and Loss Items
Profit from oxlinary activities after crediting the
following revenues:
Sales revennes:
Constmetion contract revenue and bounty income 286,308 285,295 - -
Revenue from sale of goods 3,808 - - -
Total sales revenues 290,116 285,295 - -
Other revenues:
Dividends from:

- Related partles - - - 10,481
Interest from:

- Other unrelated parties 2,160 3,610 276 909
Proceeds on side of non-current assets (a) 87 69 - -
Rent received 28 29 1,588 1,588
Charter incom: 15,135 15293 - -
Scrap sales 964 1,068 - -
Capital development grant - 288 - -
Sale of intellectual property - - . 210
Other reveme 1,620 2,124 69 69
Total other revenue 19,994 22481 1,833 13,257
Total revenue: from ordinary activities 310,110 307,776 1,933 13,257
(a) Net profit/(loss) ox disposal of property, plant &

equipraent (624) {181} - -
Profit from ondinary activitics ig after charging the
following exprnses:
Expenses fromn ordinary activities:
Cost of sales 251,565 208,570 - -
Marketing expenses 6,319 10,689 - -
Administrative expenses 7917 10,155 833 715
Chartering expienses 15,328 15293 - -
Other 4,767 5,233 907 20,432
Expenses from ordinary activities 285,896 339,940 1,740 21,147
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Austal Limited
Notes to the Financial Statements

Note Consolidated Parent
2004 2003 2004 2003
$000 5000 $000 8000

Note 2. Profit and Loss Items (continued)

Borrowing Costs:

Interest paid to unrelated parties 2310 1,263 55 81
Other borrowing costs 1,805 363 - -
Total borrowing costs 4,115 1,631 55 81
Less: Borrowing costs capitalised

to qualifying essets (2.211) {759) - -
Total borrowig costs expensed 1,504 872 55 81
Expense items:

Auditors’ remuneration for:

- audit fees — parent company auditor 180 122 88 76
- other fees — parent company auditor 108 99 - -
- audit fees — pther auditors 39 47 - -
Doubtflal debt write-back (600) (78) - (78)
Provision for doubtful debts 3,350 600 - -
Decrement in value of inventory - 600 - -
Net fareign exchange Josses 1,031 1,570 735 502
Research and development costs ' 335 836 . -
Rental expenses on operating leases 105 423 - -
Patent defence: costs 407 3,510 -
Decrement in value of non-current assets - 200 -

Provision for dminution -
Provision for loss on Austal Group :
Management iShare Plan loans : (2,365) 3,714 (2,365) 3,714

(304) 19,931
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Austal Limited
Notes to the Financial Statements

Note Coansolidated Parent
2004 2003 2004 2003
5000 $600 %000 300D

Note 2. Profit and Loss Items (continued)

Depreciation of non-current assets:

- Buildings 1,409 1,031 420 419
- Plant and equipment 2,148 2,766 55 60
Total depreciation of non-current assets 3,557 3,797 475 479

Amortisation ¢f:
- Goodwill 296 852 - -

Note 3. Earnings per Share

Basic earnings per share (cents per share) 10.4 (9.7
Diluted eamin;ts per share (cents per share) 10.4 8.7
‘Weighted average number of ordinary shares used in

the calculation of basic earnings per share 192,911,873 192,911,873
Net profit/(loss) 15,698 (24,233)
Adjustments:

Net profit attributable to outside equity interests {415) (5,565) .
Barnings used in calcnlating basic and diluted

earnings per share 20,113 {18,668)

There are no pofential ordinary shaxes.

Note 4. Dividends

No dividends were paid during the year and no final dividend has been recommended for the year
ended 30 June 2004 (2003: $9.646m - 5c fully franked dividend per fully paid share)

22




Austal Limited

Notes to the Financial Statements

Note 5. Segment Information

The consolidated entity’s primary business and primary segment is the manufacture of high

performance vissels.

Geographically, the group operates in Australia and the United States of America.

Segment inforination - Secondary segment

Geographic segments Australia

USA Eliminations Consalidated
2004 2003 2004 2003 2004 2063 2004 2003
000 5000 $000 S000 3000 S00D  $060  $000

Segment revere . 278,258 295,455 34,764

Segroent assets 237,315 220,718 13,1

Other segmen! information:
Acquisition of property,
plantand equipment,
intangible asseits and other

69 11,471

non-current assets 2,088 4,167 388 1,289

Note 6. Income Tax

15,672 (2,012) (3,351) 310,110 307,776

- 250,484 232,189

- 2,476

5456

The difference: botween income tax expense provided in the {inancial staternents and the prima facie

income tax expense is reconciled as follows:

Consolidated Parent

2004 2003 2004 2003

s000 $000 $000 S000
Operating profit/(loss) before tax 24,675 (36,750) 2,503  (11,685)
Prima facie tax thereon at 30% 7,403 (11,025) 751 (3,506)
Tax effect of permanent and other differences:
- Provision fo: diminution of receivables - - €28 5,979
- Write down/(reversal) of Austal Group Management

Share Plan Joans {710) 1,114 (710) 1,114

- Dividends - - - (3,144
- Amortisation of goodwill 89 170 - -
- Current year rescarch & development allowances 2,164y  (2,756) - -
- Prior year research & development allowances - (7472) - (3,488)
- Tax losses ulilised (1,569) - - -
- Tax losses not recognised 623 7479 - -
- Reduction ir, franking deficit tax offset amount 1,247 - 1,247 -
- Other 58 (27) - -
Totsl income tax (beuefit)/expense attributable to operating
profit 4,977 (12517 1,197  (3,045)
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Austal Limited
Notes to the Financial Statements

Note  Consolidated Parent

2004 2003 2004 2003
8000 3000 $000 3000

Note 6. Income Tax (continued)

Deferred Tax Liabilities (Non-Current)
Provision for duferred income tax:

Aftributable to iming differences 12,169 7,273 12,169 7,273
Provision for dferred income tax liability offset by

carry forward tux Josses (11,346)  (7,273) (11,346) (7,273)
Total non-current deferred tax liabilities 823 - 823 -

As at 30 June 2004, the consolidated entity had cstimated unrecognised income tax losses of AUD
$15.0m (2003: AUD $20.1m), in addition to the $12.962m tax losses recognised above, and UUSD
$18.7m (2003; USD $17.3m), which are available to offset against future years' taxable income. The
benedit of these losses of AUD $4.5m (2003: AUD $6.0m) and USD $5.6m (2003: USD $5.2m) has net
been brought to account as realisation is not virtmally certain. The benefit will only be obtained if (2)
the consolidated entity derives fiuture assessable income of a nature and amount sufficient to enable the
benefits from the deductions for the losses to be reslised; (b) the conditions for deductibility imposed
by tax legislation continuve to be complied with; and (c) no changes in tax legislation adversely affect
the consolidated entity in realising the benefits from the 1ax losses. .

As at 30 hune 2004, franking credits avaflable to the consolidated entity were nil (2003: Snil}.

Tax Censolidation

Effective 1 July 2002, for the purposes of income taxation, Austal Limited and its 100% owned
Australian tax resident subsidiaries fonmed a tax consolidated proup. Members of the group have
entered inte & tax sharing and funding arrangements in order to allocate income tax expense to the
wholly-owned subsidieries on a pro-raia basis. Additionally, the agreements provide for the allocation
of income tax liabililes between fhe entities should the head entity defanlt on its tax payment
obligations. At the balance date, the possibility of default is reinote. The head entity of the tax
consolidated group is Austal Limited.

Note 7. Receivables

Current

Trade amounts owing by unrelated entities

- Construction contracts - ‘ 9,389 7,811 1,800 1,989

Income tax refiindable - 1,492 - 1,492

Non trade amounts owing by controlled entities - - 69,894 68,336
Less: Provition for diminution - - {18,627) (19,931)

Total current niceivables 9,389 9303 52,067 51,886
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Austal Limited
Notes to the Financial Statements

Note  Consolidated Parent
2004 2003 2004 2003
3000 5000 $000 $000

Note 7. Receivables (confinued)

Non-Current :
Trade amounts owing by unrelated entities
- Construction contracts (a) 12,407 15,734 - -
Less; Proviiion for doubtful debts (3,350 (600) - -
Loan to Austal Group Management Share Plan 14,793 15,125 14,793 15,126
Less: Provision for loss on Austal Group
Management Share Plan (b) €1.348) (3,714)  (1,348)  (3,714)
Total non-current receivables 22,502 26,545 13,445 11412

(a) (i) Receivables include 10% redeemable preference shares of $6.641m (2003: $7.734m) in
an unrelated party with no fixed expiry date.

(i) Receivables include A$5.190m (2003: A$8.000m) rcceivable in US dollars from an
nnrelated company, domiciled in Veneznela. The receivable is interest bearing and-is
due to be repaid by instalments concluding in 2007. The receivable relates to- the:
amounts owing from the sale of two veasels, the first in the 1999 financial year and the
second in the 2003 financial year.

A$5,190m (2003 A$7.400m) of the receivables arc secured by second mortgages over
ihe respective vessels, The estimated value of the second mortgage security held is
;3reater than the amounts receivable. The directors have considered the recoverability of
“hese receivables and, based on the above facts, have determined no provision is
required,

(b) In accordance with the terms and conditions of the Austal Group Management Share Plan,
participanis are provided with loans to purchase shares in Austal Limited at their market value
at the: time of purchase. These loans are non-recourse to the participants, The consolidated
entity is therefore potentially exposed to logses on thesc loans arjsing from the termination of
eroployment or contract anangements of the participants dependent upon the market value of
the shares at that time. The consolidated entity has provided for the potential loss on these
loans based on the market price of Austal Limited shares at 30 June 2004,

{c) Other terms and conditions: -
: )] Current trade axnounts owing by unrelated entities are generally on 7 day terros.
(i) Deteils of the terms and conditions of non trade amounts owing by controlled entities
is set out in note 23,
(i) Details of the terms and conditions of the loan to Austal Group Management Share
Plan is set out in note 27.
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Austal Limited
Notes to the Financial Statements

Note Consolidated Parent
2004 2003 2004 2003
3000 3000 S000 5000

Note & Inventories

Construction vrork in progress 136,970 247,531 - -
Less progress payments received and receivable 86,418 190,175 - .-
Totzl work in progress 50,552 57.416 - -
Finished goodi at net realisable value - 4573 - -
Matrerials 79 428 - -
Total inventories 50,631 62417 - -

Note 9. Other Financial Assets

Current

Hedge asset 6,729 25,150 - -
Non-Current

Hedpe asset 874 2,029 - -
Shares — unlisied (a} 3,028 - - -
Shares in controlled entities — unlisted 23 - - 2,175 1,789
Total non-cunient other financial assets 3,902 2,929 2,175 1,789

{a} Included ir. unlisted shares at cost is the following material investment:

Canadian American Iransportation Systems, LLC (CATS)

CATS own and operate high speed ferries on and across Lake Ontario between the city of
Rochester, New York and the City of Toronto, Canada,

As a condition of the sale of the 86 metre catamaran “Spirit of Ontario I’ to CATS, the
consolidated entity acquired a 22.5% interest in CATS. The carrying amount of this investment
at 30 June 2004 is $3.028m. This entity is not a subsidiary or accounted for using the equity
methed), as the company is controlled by one shareholder block (cousisting of two shareholders)
holding 77.5% of the company’s equity.
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Austal Limited |
Notes to the Financial Statements

Note Consolidated Parent

2004 2003 2004 2003

soc¢o $000 $000 3000
Note 10. Property, Plant and Equipment
Property at deemed cost
Land:
Deeamned Cost
Opening balance 9,787 10260 4,097 4,097
Additions 174 - - -
Net forzign cuirency movements (91) {473) - -
Closing balance 9,870 9787 4,097 4,097
Buildings:
Deemed cost
Opening balance 42,024 40613 16,763 16,763
Transfers in ffom capital work in progress - 2770 - -
Disposals - (58) - -
Additions 10 226 - -
Net foreign currency movements (311 (1,527) - -
Ciosing balance 41,723 42024 16,763 16,763
Accumulated Depreciction
Opening balance 5,989 5,076 3,496 3,077
Disposals - (15) - -
Depreciation o1 the year 2 1,409 1,031 420 419
Net foreign currency movements (17) (103) - -
Closing balance 7,381 5,989 3,916 3,495
Net book valus - buildings 34342 36,035 12847 13,267

Mr G N Kennedy and Mr G D Glass, Licensed Valuers of Jones Lang Lasalle carried out an independent
valuation of all Australian 1and and buildings on 30 July 2003 on the basis of value in use. The valuation
of Jand and buildings according to this valoation was $43.500m ($28.230m Company). At 30 June 2003
the carrying vilue of Australian land and buildings was $35.452m ($17.364m Company).

Mr M D Bell of M. D. Bell Company Inc. Real Estate Appraisers and Consultants carried out an
independent valuation of American land and buildings on the 16 December 2002 on the basis of market
value. The valuation of land and buildings according to this valvation was $USD 7.000m (3AUD
10.479m). At 30 June 2003 the carrying value American of land and buildings was $USD 6.92%m

(SAUD 10.37:tm).
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Austal Limited
Notes to the Financial Statements

Note Consolidated Parent
2004 2003 2004 2003
3600 $000 $000 $000

Note 10. Property, Plant and Equipment (continued)

Capital work in progress at cost:

Opening balance 1,238 1,573 - -
Additions 706 2,953 - -
Transfers out (870}  (3,288) - -
Net foreign currency movements (33 - - -
Closing belancs 1,041 1,238 - -
Plant and equipment at cost:

Cost

Opening balance 28,870 27,195 1,401 1,401
Transfers in from capitel work in progress 870 518 - -
Additions 1,200 1,714 - -
Disposals (2,261) (574) - -
Net foreign cwrency movements (50} 17 - -
Closing balance 28,629 28,470 1,401 1,401

Accumulated Depreciation

Opening balanze 12,459 10,962 663 603
Depreciation fir the year 2 2,148 2,766 55 60
Write down to zecoverable value 2 - 200 - -
Disposals (1,550) (368) - ~
Net foreign ciprency movements (17 {101) - -
Closing balance 14,040 13,459 718 663
Net book vatui — plant and cquipment 14,580 15411 683 738
Total property, plant and equipment, net 59,842 62471 17,627 18,102

Refer to notes 14 & 22 for details of security provided in relation to borrowings and borrowing
facilities.

Note 11. Intangible Assets

Goodwill, at cost 3,988 3,692 - -
Iess accumuleted amortisation (3,988)  (3,692) - -
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Note Consolidated Parent
2004 2003 2004 2003
$000 3000 3000 $000

Note 12. Other Assets

Current

Prepayments (a) 2,340 - - -
Deferred oper: ting Jease cosis 597 - - -
Total current other assets 2,937 - - -
Non-Current .

Prepayments (2) 11,363 7972 - -
Deferred operzting Jease costs 971 3,757 - -
Total non-curr=nt other assets 12,334 11,729 - -

(@)  The coasolidated entity has a long term charter whereby current payments, relating to future
periods, will be recovered apainst future charter income received.

Note 13. Payables

Current

Trade creditors — unsecured 21,138 33,706 36 81
Deferred hedge gains 6,729 25,150 - -
Total current payables . 27,867 58,856 36 81
Non-Current

Deferred hedge gains 874 2,443 - -

Trade creditors are normally settled on 45 day terms,

Note 14. Interest Bearing Liabilities

Current

Bark loan (secured) 538 559 - -
Constmction finance (secured) 29,793 - - -
Dept. of Planning & Infrastructure loan (secured) 180 - - -
Bank loan (nnsecured) 3,075 1,779 - -
Creditors (unsecured) - 2,172 - -
Total current interest bearing liabilitics © 33,586 4,510 - -
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Note Consolidated Parent
2004 2003 2004 2003
8000 $000 $000 $000

Note 14. Interest Bearing Liabilities (continued)

Non-Current

Bank Joan (secured) 6,459 7,265 - -
Dept. of Plamming & Infrastructure loan (secured) - 180 - -
Bank loan (unsecured) 8,593 6,688 - -
Total non-current interest bearing liabilities 15,052 14,133 - -

{8)  Termsund conditions in relation to the above interest bearing liabilities:
(1) Tl bank loan is secured by a mortgage over the land and buildings and floating charges
over cash, receivables, work in progress and plant and equipment of a subsidiary, The total
carrying value of nssets used as security is $13,169m.
(ii) The Department of Planning & Infrastruchire loan is secured by a mortgage over Lot 30
Clarence Beach Road. It will be converted to a grant on completion of specified improvements
to the: land and performance criteria. Interest is payable at 0% unless any part of the loan that
is noi converted to a grant by 11 December 2004 is not repaid within one month.
(iii) "lhe construction finance is secured by a charge over the work in progress hawng a -
carrying value of $34.910m and a sccurity deposit account of $5.177m.

Note 15. Provisions

Current

Emplovee benefits 5461 5,012 - -
Warkers® compensation insurance 8,685 8,550 - -
Warrenty 5,338 3,198 - -
Forzign exchange losses on general hedges - 981 - -
Total current provisions 10,484 17,741 - -

Movements il provisions
Movements i1 each cless of provision during the financial year, other than employee benefits, are set
outbelow:

Consolidated Parent
2004 2004
(1) Workers” compensation insurance
Carrying amount at the beginning of the year 8,550 -
Additional provision 247 -
Amounts utilised during the year (2,336 -
Carrying amount at the end of the year 8,685 -
(ii) Warranty
Carrying amount at the beginning of the year 3,198 -
Additional provision 6,171 -
Amounts utilised during the year (3,267) -
Reversal of waused provision (764) -
Carrying amount at the end of the year 5338 -
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Note Consolidated Parent
2004 2003 2004 2003
5000 $000 $000 $000

Note 15. Provisions (continued)

Non-Current
Employee benefits 536 266 - -
Aggregate emyployee benefit liability 5,997 5,278 - -

Note 16. Other Liabilities (Current)

Progress payments received i advance 16432 20,748 - -

Note 17. Contributed Equity

Issued and paid up capital

192,911,873 o:dinary shares 46,171 46171 46,171 46,171
Movements i shares on issue ‘ Number of Value of
ordinary shares ordinary shares

2004 2003 2004 2003
‘00D “00 $00D 8000

Beginning of the financial year 192,912 192912 46,171 46,171
Movement - - - -
End of the finzmeial year 192,912 192912 46,171 46,171

All ordinary shares issned by Austal Limited canry one vote per share without restriction. Ordinary
shares have thz right fo received dividends as declared and, in the event of winding vp the company, to
participate in the proceeds from the sale of all surplus asgets in propertion to the number of and
amounts paid 1p on shares held.

Note Consolidated Parent
2004 2003 2004 2003
$000 $000 $000 $000

Note 18. Reserves

Foreign corrency translation reserve 557 398 - -

Foreign curreney transiation reserve

Opening balance 308 (19) - -
Exchange {luctuztions arising on

net assets of fixrcign operations 159 417 - -
Closing balanze 557 398 - -
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Note Consolidated Parent
2004 2003 2004 2003
$000 $000 $000 $000

Note 19. Retained Profits

Retained profits at the beginning of the financial year 68,156 87,036 37,194 45834
Net (loss) profit attributable to members of Austal
Limited 20,113 (18,668) 1,306  (8,640)
Adjustment arising from adoption of revised
accounting standard:
AASB 1044 “Provisions, Contingent Lighilities
and Contingent Asscte” - 9,646 - 9.646
AASB 1028 “Employee Benefits” - (212) - -
Qutside equity interest capitalised retained losses
on acquisition (37) - - -
Total availabls for appropriation 88,232 77,802 38,500 46,840
Dividends provided for or paid ' - {9,646) - [9,646)
Retained profits at the end of the financial year 88232 08,156 38500 37,194

Outside equity interest

Opening balance (1,233) 1,440 - -
Retained loss¢:s capitalised on acquisition 37 - - -
Coniributed eguity purchesed on acquisition (50) - - -
Share of current vear losses (415)  (5,565) - -
Share of contiibuted equity 2,509 2,704 - -
Share of foreign currency translation reserve 62 188 - -
Closing balance 870  (1.233) - -
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Note Consolidated Parent
2004 2003 2004 2003
300D $000 $000 3000

Note 20. Notes to the Statement of Cash Flows

{2) Reconciliation of Cash

For the purposes of the Statement of Cash Flows, cash includes cash on hand and in banks, net of
cash held es a gnarantee and in escrow as security.

Cash balaacs comprises:
Cagh on band and at bank
Less Curment:
- restricted cash held as a guarantee
- restricted cash held as security
Less Non-Current:
- restricted cash held as a guarantee
Closing cash balance

21b(v) (1,687
14a(ii)  (5,177)

21b(v)  (2,623)

82,218 31,645 216 257
(1,640) - -
(4,133) - -
72,731 25872 216 257

(1) Reconciliation of Net Profit After Income Tax 1o Net Cash Provided by Operating Activities

Net profii; after income tax

Adjustments for non cash fncome and
expense items:
Capital development grant
Depreciation & amortisation
Decrement in value of non-current assets
Losy (profit) on sale of assets
Profit on disposal of intellectual property
Increase (decrease) in provision for:
Income tax
Workers’ compensation insurance
Warranty
Employee benefits
Provision for loss on Austal Group
Mariagement Share Plan loans
Provision for dimimation
Provision for doubttnl debts
Forvign exchange losses
Decrease (increasc) in :
Casly provided as guarantee/security
Debtors
Work in progress
Other inventories
Other asgets
Other financial assets
Increass (decrease) in:
Trade creditors
Projrress payments in advance
Other financial Habilities

Net cash provided from (o) operating ectivities

(24,233)

19,698 1306  (8,640)
B 1) . ;
3852 4650 475 479
- 800 - -

624 181 - -

; - - Q10)
2316 (13,103) 2316  (5497)
135 6,006 - -
2,137 (53) - -
7 (91) ] ]
(2365) 3714 (2365) 3,714
- - (304) 19931
2,750 600 i -
(981)  (5389) - ;
(3v714) (15640) - -
1,756 (311 189 (1,030)
6,827 15997 - -
4,640 302 - -
(3542) (15361) . ]
20,476 (27.593) " ;
{9,683) 11,595 45 @223
(4,169) 13,033 i i
(19,990) 27,593 - -
21,493 (4191) 1572 6513
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Note Consolidated Parent
2004 2003 2004 2003
$000 80060 $000 $000

Note 21. Commitments, Contingent Liabjlities and Contingent Assets

The estimated maxinum amounts. of commitments and contingent liabilities not provided for in the
financial staternents as at 30 June 2004 are:

(a) Commitments

Capitel expenditure:
not leter than one vear 841 - - -
Operating leases:
not Jater than one year 9.384 13,607 - -
hetwizen one and fwo years 140 10,215 - -
betwizen two and five years 215 318 - -

(@ @) 9,739 24,140 - -

() i\ subsidiary company has a time charter for $9.2m with the US military offsctnng $9.2m
of the above lease commitment, which expires February 2005.

(i) A subsidiary company lcases property and equipment under various pon-cancellable
aperating leases, which expire Navember 2008.

(b) Contingent Liabilities

Bauk performance guarantees ® 100,153 92,828 76,148 92,828
Vessel buy-back put option (ii) 6,939 6,813 - -
Vessel resale guarantee (iif) 5,900 £,000 - -
Loan guarantee (iv) 3,396 3,334 - -
Loan guarantee ‘ v) 2,884 4,192 - -

(i)  The bank performance guarant'ees on contractual cbligations are secured by a mortgage
over the land and buildimgs and floating charges over cash, recejvables, work in progress
and plant and equipment.

{if) A subsidiary company has issued a put option to buy-back a vessel previously constructed.
‘The put option expires in November 2004, At 30 Jyne 2004, the potential liability arising
from the exercise of this put option was $6.9m. The Board belicves that the value of this
‘vessel will be in excess of the put option price.

(if)) [n support of finance arrangements for a charter of an Austal built vessel, Austal Ships Pty
[Ltd has entered into various agreements with the owner. These have the cffect that if the
‘vessel is not subsequently sold for the owners’ unamortised purchase price at the end of ibhe
i3xisting charter on 30 April 2005, Austal has guaranteed the first $5.9m shortfall below the
unamortised purchase price. These also have the effect that following satisfaction of
cerain conditions by 1 November 2004, Austal will be released from all its obligations
under the finance arrangement. Awustal expect these conditions to be satisfied and the
contingent liability to be extinguished.

(iv) A subsidiary company has guaranteed the repayment of a loan to a customer by a financier
for 1,967,847 Euros. The guarantee expires on 20 June 2006,
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Note 21. Commitments, Contingent Liabilities and Contingent Assets (continued)

)

A\ subsidiary company has guaranteed the repayment of & loan to a customer domiciled in
Venezuela {see Note 7 a(ii)) by a financier for US$2.0m. The gnarantee expires on 31 July
3006. The guarantee provided by Austal is secured by the customer via a mortgage aver
{wo properties in Venezuela.

Other contingent liabilities excluded in the above include:

3)

b)

£)

d)

e)

.\ European fast ferry operator has registered a patent in the United States and Europe in
1espect of a design for a catamaran huoll. It hes also applied for a patent in Australia, In
JZurope, the patent was disallowed. Austal has not sold vessels in the United States to
which the patents are likely to apply.

1f the patent is granted in Australia, then the owner of the patent may have rights apainst
Austal for an infringement of its patent.

"The Board is of the opinion that it is by no means certain that a patent will he granted in
Aupstralia in the form in which the fast ferry operator has applied for. In the event the
patent is granted in Australia, the most likely remedy to the fast ferry operator is
idamages, However, Austal would only be liable for damages if:

s The patent is registered in Australia;
s The fast ferry operator tekes action to seek damages; and
»  Austal is unsuccessful in defending such action to seek damages.

‘The Board is of the opinion that it is likely Austal would be successful in defending an
action for damages and that the maximum amount of anty damages claim would be up to
‘U885.1m znd is likely to be a lesser amount. It is the opinion of the Board that the
elevant aspects of the hull design relating to the patent application form a very small
nart of the features of those vessels.

The company has given certain indemmities to the vessel owner in respect to a vessel
chartered by & subsidiary company. The board ig of the opinion that the risk of these
indemnnities being called upon is small,

The parent company has guaranteed the performance of certain contract obligations of a
subsidiary, .

The parent company has guaranteed the bank facilities of its sabsidiary companies for
$148.5m.

A subsidiary company is awaiting the decision of arbitration proceedings in which the
other party has a claim of $0.924m. The Board is of the opinion that the subsidiary
company will obtain a successful outcome.

Contizgent assets not included In the above include:

The Compuny has claimed research and development comcession deductions relating to the
development of vessels in the years 1999 to 2001. The additional concession dednctions of
316.013m have a tax benefit of $4.804m. These additional concession deductions are either
currenily under review, or are likely to be reviewed, by the Australian Tax Office or the Industry
Research and Development Board. The tax benefit of these additional deductions has not been
recognised in the financial statements. Similarly, interest penalties payable, should the
deductions be disallowed, have not been recognised in the financial statements.
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Note 22. Financing Arrangements

As 5t 30 June 2004, the consolidated entity has access to the following financing facilities:

2004
Consolidated Parent
Available Drawn Unused Avwailable Drawn Unused
Down Down
S000 $800 $600 3008  $000 $600
Bank Guarantoe / Letter of Credit (a) 137,000 100,153 36,847 111,000 76,148 34,852
Bauk Loan (ursecured) (b) 40,000 11,668 28,332 - - -
Bank Ioan (secured) 8,074 6,997 1,077 - - -
Construction finance (sccured) 74,418 29,793 44,625 - - -
Total financin; facilities 250,492 148,611 110,881 . 111,000 76,148 34,852
2003
Consolidated Parent
Available Drawn Unused Available Drawn Unused
Down Down
$000 $000 $000 $000 $000 5000
Bark Guarantse / Letter of Credit (a) 112,000 92,828 19,172 111,000 92,828  1B;172
Bank Loan (unsecured) (b) 40,000 8,467 31,533 - - -
Bank Loan {sccured) 15,868 7,824 3,044 - - -
Total financing facilities 167,868 109,1i6 58,749 111,000 82,828 18,172

All of the consolidated entity’s facilities are subject to annual review and are subject to cancellation at

either party’s lection at each review date or upon expiry of each arrangement,

(a)  Varions expiry dates up to June 2008.
(b)  Bank I»an is guaranteed by a third party.
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Note 23. Controlled Entities

The consolidaied financial statements at 30 June 2004 include the following controlled entiies. The
financial years of all controlled entities are the same as that of the parent entity.

% of shares

Name of contrrolled entity Note  Place of incorporation/ held

formation 2004 2003
Austal Limitec {a) Australia - -
Austal Ships Pty Ltd Australia 100 100
Oceanfast Pty Lid* Australia 100 100
Imsge Marine Pty Lid* Australia 100 100
Scastate Pty Lid* Australia 100 70
Ocennfast Properties Py Ltd* - - Australia 160 100
Auste] Insurance Pte Lid Singapore 160 100
Austal Holdings Inc*® USA 100 100
Austal USA LLC USA 70 70
Oceanfast LLC* USA 100 100
Oceanfast Exclusive Motor Yachts Pty Ltd* Australia 100 100°
Austal Ships Sales Pty Lud* Australia 100 100
Maritima Hesperides SL* Canary Islands 100 100
Austal Hull 170 Chartering LLC* USA 100 100

(8)  Austal Limited, a public company limited by shares, is incorporated and domiciled in Perth,
Western Austialia. ‘

The: Registered office is located at:
100 Clarence Beach Road
Henderson, Western Australia, 6166

*These entities have not been subject to audit. However, the auditors have reviewed the results of the
compenies and state of affairs for the purposes of these financial statements,
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Note 24. Director and Executive Disclosures

(a) Details of Specified Directors and Specified Executives

(i) Specijied directors

Mr John Rothwell Chairman & Chief Bxecutive Officer

Mr Rebert McXimon - Managing Director

Mr Michait] Atkinson Executive Director, Finance & Company Secretary
Mr Christopher Norman Director {Non Executive)

Mr John Poynton Dircetor (Non Executive)

Mr Achim Drescher Director (Non Executive)

Mr Robert: Browning Director (Non Executive): appointed 2 September 2003
(1) Speciied executives

Mr Stewart Hill Prodnction Manager

Mr Brad Tiraper Qenersl Mauager

Mr Willian Rotieveel General Manager

Mr Greg Metcalf Qeneral Manager

Mr Glenn Williams Sales Manager

(b) Remuneration of Specified Directors and Specified Executives

(i) Remuneration Policy
1t is the Company's objective to provide maxinmim stakeholder benefit from the retention of a high
quality Board end executive team by remunerating Directors and key executives fairly and
appropriately with reference to relevant employment market conditions. The expected outcomes
of the remuneration stracture are:

a) retention and motivation of key execntives

t) attraction of quality management to the company
There is no scheme to provide retirement benefits to any director, other than statutory
superanmiation to the Managing Director and Chainman.

(i) Remuneration of Specified Directors and Specified Executives

Primary Post Equity Other Total
Employment
Non- Interest
Salary  Monetary Rot  Seperannuation
& Fees Benefits Charged
$ b $ 3 $ $ $
Specified Directors

John Rothwell 2004 373,693 - - 7,435 - - 381,132
2003 370,574 - - 7,142 - - 377,716
Robert McKinnon 2004 332,053 32,791 52,200 29,351 - - 446,395
2003 392,264 15,231 - 28,773 - - 440,268
Michael Atkinson 2004 232,827 - - - - - 232,827
2003 232,827 - - - - - 232,827
Christopher Norman 2004 22,857 - - - - - 22,857
2003 6,000 - - - - - 6,000
Jolm Poynton 2004 62,502 - - - - - 62,502
2003 58,000 - - - - - 58,000
Achim Drescher 2004 43,750 - - - - - 43,750
‘ 2003 40,000 - - - - - 40,000
Robert Browning 2004 45,833 - - - - - 45,833

Total Remuneration: Specified Directors :
2004 1,113,515 32,791 52,200 36,790 - - 1,235,296
2003 1,099,665 19,231 - 35,915 - - 1,154,811
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Note 24. Director and Executive Disclosures (continued)

Primary Post Equity Other Total
Employment
Non- Interest
Selary Cash  Monetaiy Not
& Fees Bonus Benefits Churged  Superannuation
3 3 3 5 $ 3 3 3
Specified Execatives
Stewart Hill 2004 121,261 - 11,950 18,468 30,983 - - 182,662
2003 119,111 - 16,153 9,918 29,797 - - 177,979
Brad Draper 2004 202,180 - - 20,014 15,836 - - 238,050
2003 198,484 - - 11,799 15,433 - - 225,716
William Rottevesl 2004 159,812 30,000 - - 34,855 - - 224,667
2003 118,678 - - - 44478 - - 163,156
Greg Metcalf 2004 213,922 - 67,141 26,505 16,506 - - 324,074
Glenn Williams 2004 163,495 20,000 - - - - - 183,495
2003 167,767 - - - - - - 167,767
Total Remuneration: Specified Execniives
2004 860,670 50,000 79,051 64,987 98,200 - - 1,152,948
&2003 604,040 - 19,153 21,717 89,708 - - 734,618

* Group totals in respect of the finencial year ended 2003 do not necessarily equal the sums of amounts
discloged for 2003 for individuals specified in 2004, as different individuals were specified in 2003,

These amounts do not include the value of insurance premiums and indemnity payments made for the
benefit of direstors which are subject to confidentiality agreements.

(¢) Sharcholdings of Specified Directors and Specified Executives

Shares held in
Austal Balance Granted as  On Exercise Net Change Balance
Limited (number) 1 July 03 Remuneration  of Options Other 30 Junpe 04
Specified Directors
John Rothwell * 33,224,685 - - 500,000 33,724,685
Robert McK.innon - - - - -
Micheel Atkinson 1415737 - - - 1,415,737
Christopher ‘Nomman 28,602,221 - - (2,000,000) 26,602,221
John Poyntoin - - - 100,000 100,000
Achim Drescher - - - - -
Robert Browning - - - - -
Specified Executives
Stewart Hill 34,776 - - 11,032 42,808
Btad Draper 7,501 - - {4,660) 2,841
William Rotleveel * 22,806 - - - 22,806
Greg Metealf - - - 125,000 125,000
Glenn Willizms 218,000 - - (218,000) -
Total 63,522,726 - - {1,486,628) 62,036,098
* Personslly-related entities.

(d) Participsation by Specified Directors and Specified Executives in the Austal Group
Manageinent Share Plan '

Participation in the Austal Group Management Share Plan provides an incentive to the Directors and

Executives which is aligned with increased retums to shareholders. Pasticipants in the Austal Group

Management Share Plan arc subject to the rules summarised in Note 27.
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Note 24, Director and Executive Disclosures {cortinued)

The trustee hclds sheres for the following Specified Directors and Specifizd Executives that are
perticipants of he Austal Group Management Share Plan:

Shares held in Austal Balance Granted as  On Exercise Net Change Balunce
Limited (number) 1July 03  Remuneration  of Options Other 30 June 04
Specified Directors
Jolin Rothwell * - - - - -
Robert McKintion 1,855,186 - - - 1,855,186
Michael Atkinson 285,062 - - - 285,062
John Paynton 285,062 - - - 285,062
Achim Drescher 285,062 - - - 285,062
Specified Executives
Stewart Hill 285,000 - - - 285,000
Brad Draper 285,000 - - (285,000) -
William Rotteveel * 228,062 - - - 228,062
_ Greg Metealf 285,000 - - - 285,000
Glenn Williams 285,062 - - - 285,062
Total 4,078,496 - - (285,000) 3,793,496

* Personzlly-related entities.

Loans have b¢en provided to the following Specified Directors and Specified Exccuntives that are
participants of the Austal Group Management Share Plan:

Loan value (8000) Number in Provision
Balance Interest Interest not Balance Group at for Non-
_ 1 July Charped Charged 30 June 30 June Recovery
. Specified Directors
2004 2,441 96 52 2,537 4 -
2003 1,564 44 - 2441 4 55
Specified Executives
2004 1,536 27 65 1,224 4 85
2003 1,082 45 30 1,095 4 319
Total Specified Directors and Specified Executives
2004 3,977 123 117 3,761 8 83
2003 2,646 85 30 3.537 B 374

Details of individuals that are participants of the Austal Group Managemen: Share Plan with loans
above $100,000) in the reporting period are as follows:

Loan value (8) Highest Provision
Balance Interest Interest not Balance Owing for Non-
1July Charged Charged 30 June In Period Recovery
Specified Directors
John Rothwell * - - - - - -
Robert MeKinnon 1,694,777 50,368 52,200 1,745,145 1,745,143 -
Michze] Atkinson 248,583 15,181 - 263,764 263,764 -
John Poynton 248,583 15,181 - 263,764 263,764 -
Achim Drescher 248,583 15,181 - 263,764 263,764 -
Specified Exccutives
Stewart Hill 307,800 - 18,468 307,800 307,800 -
Brad Draper 339,150 - 20,014 - 339,150 -
William Rotteveel * 198,866 12,144 - 211,010 211,010 -
Greg Metcalf 441,750 - 26,505 441,750 441,750 85,500
Glenn Williams 248,583 15,181 - 263,764 263,764 -
‘ * Personally-relaied entities.

40




Austal Limited
Notes to the Financial Statements

Note 24. Director and Executive Disclosures (continued)

The Austal Group Management Share Plan loans are non-recourse. The Company provides against
loans that are higher than the value of the shares held by the trustee of the Austal Group Management
Share Plan (sei note 7 (b)).

(e) Other transactions and halances with Specified Directors and Specified Executives

Directors of the censolidated entity conduct transactions with entities within the consclidated entity on
terms no more favourable than those the entity would have adopted if it transacted on an axm’s length
basis, Other than directors” remuneration, no related party transaciions occurred with the consolidated
entity except:
John Rothwell contracted to the consclidated entity to purchase goods und services amounting
to 34,0133 and sold goods and services amounting to $12,297. Robert McKinnon contracted to
purchase goods and services amounting to 31,911 from the consolidated entity. Michael
Atkinscn contracted to purchase goods and services smounting to $121 from the consolidated
entity. "[hese arrangements were undertaken on normal commercial terms,

Jobn Fothwell clased out foreign exchange comtracts te sell 1,000,000US dollars, buy
Australian dollars. The comtracts were set up to hedge a personal receipt of US dollars, The
cansolidated entity did not icur costs or benefit from the transactions.

Note 25, Related Party Transactions

Transactions with related parties in the wholly-owned group
The parent enfity condncis various transactions with other entities within the group. These transactions
are summnarised as follows:

Property Rentiil Certain entities rent property from the parent on a commercial basis

Vessel Construction  Certain entities undertock to complete vessel construction contracts for the
entity. These were undertaken on a cost recovery basis. The parent entity has
not entered into any new vessel construction contracts in the finsmcial year.

Loans The parent entity hes made loans to other entities within the group. No interest
was charged on these loans.

Transactions with other related parties

Transaction Class of - 2004 2003
type related party 5000 $000
Loan advancel Controlled entity - 7,507
Loan repaid Controlled entity 7,461 -
Purchase of materials Controlled entity 2,348 3,719
Sale of materisls Controllcd entity 4,566 3,938

All transactions with other related parties are conducted on commercial terms and conditions.
Note 26, Financial Instruments

a)  Objectives for Holding Derivative Financial Instruments

The consolidiied entity utilises derivative finamcial instruments to manage specifically identified
forcign currency risks. The consolidated entity is primarily exposed to the risk of adverse movements
in the Australian dollar relative to certain foreign currencies, including the US dollar and Euro.
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Note 26. Financial Instruments (confinued)

Foreign forward exchange contracts are purchased to hedge the Australian dollar value of foreign
curmrency receipts and payments arising fiom export sales, and the purchasc of components for
construction. JForeign forward exchange contracts commit the consolidated entity to buy or sell foreign

b}  Foreign Exchange

. currencies at an agreed rate of exchange.

The following table simnmarises by currency the Australian dollar value of forward foreign exchange
agreements and foreign currency options. Foreign currency amounts are transtated at rates current at
the reporting date.  The *buy’ amounts represent the Australian doller equivalent of commitments to
purchase foreign cwrrencies, and the ‘sell” amount represents the Australian dollar equivalent of
corxmitments to sell foreign currencies. Contracts to buy and sell foreign currency are entered into
from time to time to offset purchase and sale obligations 50 as to maintain a properly hedged position

United States ¢loliars
less than 3 moiths

3 - 12 months

13 months or greater

Danish Kroner
less than 3 months

Great British Founds
less than 3 months
3- 12 months

13 months or greater

Hong Kong Dolilars
less than 3 months
3 .12 months

Sweden Kroner
less than 3 moaths
3 - 12 months

Norwegian Kroner
less than 3 months

3 - 12 months

12 months or jyeater

Euro

less than 3 months

3 - 12 months

13 months or greater

Kuwait Dinars.
3- 12 months

Singapore Dollars
less than 3 months
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2004 2003
Average Buy Average Sell  Average Buy Average Sell
Rate 3000 Rate 5000 Rate %000 Rate 00D
0.7529 971 0.5930 14,047 - 0.5325 28,085
0.6874 9,585 0.6142 29,285 - 05484 85,205
0.6597 2,043 04583 1,815 - 05848 32,146
12,599 45,147 - 145,536
- - 5.0166 37 -
- - 04741 411 -
- 03879 53 - -
- 03833 536 - -
- 589 411 -
- - - 42784 4,822
- - - 43010 1,861
53384 3,876 - 54010 1,615 -
53210 2,265 - 54629 1,040 -
6,141 - 2,655 .
477753 3% - - -
4.6729 1,071 - - -
47315 2,801 - - -
3,908 - - .
- 05646 45292 - 05471 26,815
- 05758 37,554 - 05497 53,851
-~ 0.5362 5,367 - 0.5492 21,122
- 88,213 - 101,788
- - - 0.1686 6,266
- - 1.1567 58 -




Austal Limited

Notes to the Financial Statements

Note 26. Financial Instruments (corntinued)

c) Interest Rate Risk Exposures

The consolidated entity is exposed to interest rate risk through primary financial assets and liabilities.
The following table summarises interest rate risk for the consolidated entity, together with effective
interest raies as at the balance date. Floating interest rates represent the most recently detenmined rate
applicable to the instrument at balance date.

2004 Floating Fixed Fixed Non- Average Average
Interest 1 Year 1-5 Interest Interest Interest
Rate orless Years Bearing Total Rate Rate
$000 5000 $000 5000 $000 Floating  Fixzed
FINANCIAL ASSETS
Cash assets - AUD 51,166 - - - 51,166  5.10% -
Cash assets - USD 20,516 - - - 20516 0.25% -
Cash agsets - FIKD - - - 19 19 - -
Cash asgets - FUR 10,517 - - - 10,517 1.25% -
Trade amounts receivable - 9389 27,200 - 36,389 - 5.75%
Hedge ssset - - - 7,603 7,603 - -
Shares - unlisted - - - 3,028 3,028 - -
82,199 2,389 27200 10,650 129,438
TINANCIAL LIABILITIES
Trade creditors - - - 21,138 21,138 - -
Interest bearing liabilities - 33406 15,052 180 48,638 - 4.00%
Deferred hedgs gains - - - 7,603 7,603 - -
- 33406 15,052 28,921 77379
2003 Floating Fixed Fixed Non- Aversge Average
Interest 1 Year 1-5 Interest Interest Interest
Rate orless Years Bearing  Total Rate Rate
$060 $000 3000 $000 $000 Fioating Fixed
FINANCIAL ASSETS
Cash assets - AUD 16,932 - - - 16932  4.60% -
Cash assets - 1JSD 8,397 - - - 8397 1.60% -
Cash assets - (BP 42 - - - 42 3.00% -
Cash assets - HKD - - - 504 304 - -
Cash assets - EUR 5,770 - - - 5,770 1.25% -
Trade amount; receivable - 9,303 30,859 - 40,182 - 575%
Hedge asset - - - 28,070 28,079 - -
31,141 9303 30,859 28,583 99,886
FINANCIAL LIABILITIES ,
Trade creditors - - - 33,706 33,706 - 650%
[ntersst bearing liabilitics - 10,639 8,004 - 18,643 - 340%
Deferred hedge gauing - - - 27,593 27,593 - -
- 10,639 8,004 61,29% 79,942
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Note 26. Firancial Instruments (continued)
d) Foreigr Currency Exposures

The consolidated entity is exposed to cumency exchange rate risk through primary financial assets and
liabilities, and anticipated future transactions modified through derivative financial instruments such as
forward exchange agreements and cumrency options, The foliowing table summarises by currency, in
Australian dol ars, the foreign exchange risk in respect of recognised financial assets, liabilities and
derivatives entered to hedge anticipated future transactions. Financial assets and liability captions in
which all amotmts are denominated in Australisn dollars are not included in these tables.

- 2004 United Great Hong
Australian States  British  Europe Kong Total
Dollars Dollars  Pounds Euro  Dollars
$000 3000 5000 $000 $000 $000
FINANCIAL ASETS
Cash agsets 51,166 20,516 - 10,517 19 82,218
Trade amounts riceivable 17,528 12,301 - 6,760 - 36,589
68,694 32,817 - 17,277 19 118,807
FINANCIAL LIABILITIES
Bank loan (secured) - 6,997 - - - 6,997
Censtructon {inimce (secured) - - - 29,793 - 29,793
Trade creditors 15,262 5,286 - 590 - 21,138
15,262 12,283 - 30,383 - 57,928
2003 United Great Hong
Australian States British  Europe Kong Total
Dollars Dollars  Pounds Eurs  Dollars
$000 $000 $000 $000 $000 5000
FINANCIAL ASSETS
Cash assets 16,932 8,397 42 5770 504 31,645
Trade amounts r2ceivable 28,532 11,495 135 - - 40,162
45,464 19,892 177 5,770 504 71,807
FINANCIAL LIABILITIES
Bank loan (secwed) - 7.824 - - - 7,824
Creditors (interest-bearing) - 2,172 - - - 2,172
Trade creditors 25,676 7,764 266 - - 33,706
25,676 17,760 266 - - 43,702

Anticipated firfure transactions
The following forward exchange contracts to buy/{sell) cumrencies have been entered into and exist at
balance date:

2004 2003

5000 s000
Australian dollars 111,301 257,112
United States dollars {32,548)  (145,536)
Hong Keng dollars - (6,683)
Swedish kroner 6,141 2,655
Norwegian kroner 3,908 -
Danish kronsr - 37
Great British pounds (589) 411
Euros (88,213)  (101,78%)
Kuwait dinats - (6,266)
Singapore dollars - 58
TOTAL - -
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Note 26. Financial Instruments (continued)

€) Credit Risk Exposures

Credit exposuie represents the extent of credit related losses that the consolidated entity may be subject
to on amounts to be exchanged under the derivatives or to be received frem financial assets. The
notional amounts of derivatives are not a measure of this exposure. The consclidated entity, while
exposed to ciedit related losses in the event of non-performance by counterparties to financial
instruments, does not expect any counterparties to fail to meet their obligations given their credit
1atings.

The consolidated entity’s exposures to balance sheet credit risk are as indicated by the carrying
amounts of it; financial assets. The major geographic conceniration of credit risk arising from the
location of th: counterparties to the consolidated entity’s financial assets iz as follows: Australia
816,179m (2003: $17.393m); United States of America $4.083m (2003: $3.321m); Europe $6.438m
(2003: 87.7341m); and South America $5,190m (2003: $7.400m).

The credit risk amounts do not take into account the value of any collateral or security.

)] Net Fair Value of Financial Assets and Liabilities

The carrying amounts and estirpated net fair values of financial liabilities (including derivatives) held at
balence date are piven below. All financial assets are carried at their net fair value. Short-term
instruments are omitied where carrying amounts approximate net fair valoes. The net fair value of a
financial asset or a financial liability is the amount at which the asset could be exchanged, or liability
settled in a crent fransaction between willing parties after allowing for transaction costs.

2004 2003

Carrying Net Fair Carrying Net Fair
Amount Value Amount Value
$000 3000 §000 $000

Financia)l liabilities
Short texm debt 33,586 33,586 4,510 4,510
Long verm debt 15,052 15,052 14,133 14,133

Derivatives

Foreign exchange contracts 7,603 4,331 27,593 27,593

The carrying ¢mounts showa in the table are incloded in the Statement of Financial Position.

The following, methods and assumptions were used to estimate the net fair value of each class of
finencial instnament:

Short and lon;; term debt - The net fair value of short and long term debt is estimetied by discounting
expected cash flows at the interest rates currently offered to the consolidated entity for debt of the same
remaining maiurities and security plus costs expected 1o be incurred were the lishility seitled.

Foreign exchange contracts - The net fair value of forward foreign exchange contracts is determined by
reference to sinounts quoted by the consolidated entity’s banks.
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Note 26. Finaneial Instruments (continued)

Y

Hedges of Anticipated Future Transactions

Austal Limited has entered info forwerd exchange confracts at reporting date to hedge specific
transactions. ‘These hedges arc treated as specific, in accordance with UIG 33, as the approximate
value of the trzmsaction and the entities with which the transactions will be entered is presently known.
Based on the spot exchange rates at balance date, the consolidated entity’s foreign exchange hedge
book has a posifive fair value of $7.603m end is included in the Statement cf Pinancial Position as
other financial assets with an amounnt of $7.603m deferred hedge gains recognised in the Statement of
Financial Posilion as payables. There is no impact on profit and loss,

Note 27. Austal Group Management Share Plan

The Company established the first Austal Group Management Share Plan hy which directors and
certain managers can participate in owning shares in the Company. The key featurcs of the Plan are:

(®

®)

@©
@

()

®

(h)

The initial 7.700m shares under the plan were acquired at market value from a former director
prior to the listing of the Company on 10 November 1998. An imdependent valuation was
undertaken by Messts Gorey Sinclair to determine this price.

Austal will offer to loan participants up to 100% of the purchass consideration for their shares
on 2 limited recowse basis. However, this amount may be varied at the discretion of the
Boarc,

The shares are made available to the participants at market value.

The Floard at its discretion will determine the number of shares that will be made available to
each participant.

The shares are required to be held by a trustee on behalf of the participant. Shares may not be
transferred fo a participant for at least 12 months. After tlus period, 20% of a participant’s
shares will become cligible to be transferred provided any loan in respect of these shares has
been repaid. An additional 20% will becorpe eligible to be transferred to the participant at the
end cf each 12-month period thereafter on the same terms, so that a participant may hold
100% of his shares at the end of 5 years.

Dividends on shares held under the Plan must be applied to pey interest on the Joans.
Participants with an interest in shares under the Plan have full voting rights.

Interest on the Joans will be charged at a fixed rate of 6%, or such other rate as determined by
the Board.

TUpon termination of employment or contract arrangements the shares must be sold and the
Ioan {if any) repaid.
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Note 27. Austal Group Management Share Plan (continued)

The Company established the second Austal Greup Management Share Plan by which managers can
participate in owning shares in the Company. The key features of the Plan are:

(a) The initie] 5.675m shares under the plan were acquired at market value on the Australian Stock
Exchange as follows: -

Number
_Date of shares
25 September 2000 1,710,000
28 September 2000 570,000
29 September 2000 285,000
9 October 2000 285,000
13 October 2000 830,000
11 December 2000 285,000
9 March 2001 285,000
4 July 2001 285,000
20 June 2002 570,000
) 25Tuly 2002 285,000
12 July 2002 285,000
Total 5,675,000

{b) Austel will offer to loan eligibls managers up to 90% of the purchase consideration for their shares -
on a limited recourse basis. However, this amount may be varied at the discretion of the Board.

(¢) The share; are made available to the managers at market value.

(d) The Board at its discretion will determine the number of shares that will be made available to cach
eligible manager.

{e) The shares are required to be held by a irustee on behalf of the manager. Shares may not be
transferred to a manager for at least 12 months. After this period, 20% of a manager’s shares will
become eligible to be transferred provided any loan in respect of thesc shares has been repaid, An
additienal 20% will become cligible to be transferred to the manager at the end of each 12-month
period thercafter on the same tenns, so that 2 manager may hold 100% of his shares at the end of 5
years.

{f) Dividends on shares beld under the Plan must be applied to pay intercst on the Joans. Managers
with an interest in shares under the Plan have full voting rights,

{g) Intercst on the loans will be charged at a fixed rate of 60% of any dividends paid, or such other rate
ag determined by the Board.

(h) Upon terrnination of employment or contract arrangements the shares must be sold and the loan (if
any) repaid. The trustee may arrange a sale of shares to eligible managers.

At balance date the trusiee on behalf of the plans holds a total of 12,281,259 shares.

[
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Note 27. Austal Group Management Share Plan (continued)

Details of the Austal Group Management Share Plan are shown below

2004 2003
Total shares issued 1o employees during the year (000's) - 1,570
Totsl shares issued to employees at balance date (000's) 10,930 11,956
Total number sold by employees during the year (000's) 1,026 1,915
Total shares held by trustee on behalf of plan at balance date (000's) 12,281 12,865
Total shares veisted at balance date (000's) 7,575 5.828
Shares available at balance date for purchase (000%s) 1,351 909
Total number of employees eligible to participate in the plan s 38
Total market valoe of issues during the year ($000°s) - 1,565
Proceeds received and receiveble from issues during the year ($000°s) - 1,565

Note 28. Subsequent Events
There were no meterial subsequent events occurring after year end.

Note 29. Trapact of Adopting AASB Equivalents to JASB Standards

Austal Limited has commenced transitioning its accounting policies and financial reporting from
current Austrelian Standards to Australian equivalents of International Finaneial Reporting Standards
(TFRS). The company has allocated internal resources and engaged expert consultants to perform
diagnostics and conduct impact assessments to isolate key areas that will be impacted by the wansition
10 IFRS. As ¢ result of these procedures, the company has graded impact areas as either high, medium
or Jow and ha;; established a team to address each of the areas in order of priority as represented by the
gradings. Ap IFRS steering commiitee has been established to oversee the progress of each of the
project teams and make necessary decisions. As the company has a 30 June year end, priority has been
given to considering the preparation of an opening balance sheet in accordance with AASB equivalents
to IFRS as at | July 2004. This will form the basis of accounting for Australian equivalents of IFRS in
the future, antl is requircd when the consolidated entity prepares its first fully IFRS compliant financial
1eport for the year ended 30 June 2006. Set out below are the key areas wherz accounting policies will
change and may have an impact on the financial report of the company. At this stage the company has
not been able o reliably guantify the impacts on the financial report.

Hedge Accounting
Under AASE 139 Financial Instruments: Recognition and Measwrement in order to achieve a
qualifying hexlge, the company is required to meet the following criteria:

. Identify the type of hedge - fair value or cash flow;

. Identify the hedged item or transaction;

° Identify the nature of the risk being hedged;

) Identify the hedging instrument;

s Dermonstrate that the hedge has and will continue to be highly effective; and

. Document the hedging relationship, including the risk management objectives and

strategy for nndertaking the hedge and how effectiveness will be tested.

If the comparyy’s hedges do not meet the AASB 139 requirements, liedge accounting will no longer be
able 1o be applied o the company’s derivative contracts and all gains and losses on the contracts will be

- recognised in the income staternent,
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Note 29. Impact of Adopting AASB Equivalents to IASB Standards (continued)

Classification of Financial Instruments

Under AASB 139 Financial Instruments: Recognition und Measurement, financial instruments will be
required to be clagsified into one of five categories which will, in tuen, determine the accounting
treatment of the item. The classifications are loans and receivables- measured at amortised cost, beld to
maturity - measured at amortised cost, held for trading ~ meagured at fair value with fair value changes
charged to net profit or loss, available for sale — measured at fair valne with fair value changes taken to
equity and non-trading liabilities - measured at amortised cost. This will result in a change in the
current accounting policy that does not classify financial instruments. Current measurement js at
amortised cost, with certain derivative financial instruments not recognised on balance sheet.

Impairment of Assets

Under the Australian equivalent to IAS 36 Impairnent of Assets the recovereble amount of an asget is
determined as the higher of net selling price and value in use. This will rasult in a change in the
company’s cwrent accounting policy which determines the recoverable amount of an asset on the basis
of undiscounted cash flows.

Share Based ?ayments

Under AASB 2 Share based Payments, the company will be required to determine the fair value of
equity based compensation to employees as remuneration and recognise an expense in the Statement of
Financial Perfbrmance. It applies to all share-based payments issued after 7 November 2002 which
have not vested as at 1 Jannary 2003.

Decommissioning Costs

Under the Australian equivalent to LAS 16 Property, Plunt and Equipment, the cost of an item of
property, plart and equipment must include the cost of dismantling and removing the asset and
restoring the site on which it is located. This will result in a change in the compsny’s current
accousting policy which recognises a decommissioning provision towards the end of the useful life of
en asset. Tle initial adjustment on transition will be through retained eamnings and subsequent
edjustments will be to net profit or Joss for the period.
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Directors’ Declaration

The directors ceclare thats

a) The finpncial statements and associated notes comply with the accounting standards and Urgent
Issues (iroup consensus views;

b)  The firancial statements and notes give a true and fair view of the financial position and
performance as at 30 June 2004 and performence of the Company and consolidated entity for the
year then ended; and

¢) In the directors’ opinion,

(i)  ‘lhere are reasonable grounds to believe that the Company will be able to pay its debts as
tnd when they become due and payable.

(i)  “The financial statements and notes are in accordance with the Corporations Act 2001,
including sections 296 and 297,

This statement has been made in accordance with a resolution of directors.

g,
\ T ——

—~—

t-éhr—-—-
hn Rotlrwell
'hief Executive Officer

Michael Atkinson
Finance Director

2y

Dated at Hend:rson this 20th day of August 2004
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Corporate Governance

The Board of DDirectors of Anstal Limited is responsible for guiding and monitoring of the consolidated
entily on behalf of shareholders.

The format of the Corporate Governance Statement has changed in comparisen to the previous year due
to the introduction of the Australian Stock Exchange Corporate Governance Council’s (the Council’s)
“Principles «f Good Corporate Governance and Best Practice Recommendations™  (the
Recommendations). In accordance with the Council's Recommendations, the Corporate Govemance
Statement must now contain certain specific information and st disclose the extent to which the
Company has followed the guidelines during the prriod. Where a Recommendation has not been
followed, that fact must be disclosed, together with the reasons for the departure. The Austal Limited
Corporate Goverpance Statement is now structured with reference to the Corporate Governance
Council’s Principles and Recommendations, which are as follows:

Principle 1  Lay solid foundations for management and oversight
Principle 2 Structure the Board to add value

Principle3  Promote ethical and responsible decision-making
Principle4  Safeguard integrity in financial reporting

Principle 5  Make timely and balanced disclognre

Principle 6 Respect the rights of ghareholders

Principle 7 Recognise and manage risk

Principle 8  Encourege enhanced perforrnance

Principle 9 Remunerate fairly and responsibly

Principle 10 Recognise the legitimale interest of stakeholders

COMPOSITION OF THE BOARD

‘The Board shall comprise of Directors with a range of qualifications, expertise and experience. The
selection of the Board members shall always be for the purpose of their ability to add value to-the
Company.

For the purpese of efficient working, the preferred mumber of Directors in office at any one time is
between 3 and 10.

To ensure that the Board is well equipped to discharge its responsibilities it hag established guidelines for
the nomination and selection of directors and for the operation of the Board. Any proposed new Director
is normnated bry the Nomination and Rennmeration Committes and approved by the Board prior to being
appointed. The appointment is until the next General Meeting of shareholders at which time the
shareholders are required to approve the appointment.

The skills, experience and expertise relevant 1o the position of Direclor held by each Director in office at
the date of the Anmual Report is included in the Profile of Directors on page 7. Directors of
Austal Limited are considered to be indeperdent when they are independent of management and free
from any business or other reladonship that could materially interfere with — or could reasonably be
perceived to materially interfere with — the exercise of their unfettered and independent judgemnent.

In the context of Director independence, “materiality” is considered from both the Company’s and
individual Director’s perspective. The determinstion of materiality requires consideration of both
quantitative and qualitative ‘elements. An item or factor is presumed to be material (nnless there is
qualitative evidence to the confrary) if its value is equal to, or greater than, $250,000 in aggregate in any
one year, Qualitative factors considered include whether a relationship is strategically important, the
competifive J:ndscape, the nature of the relationship and the contractual or other arrangements governing
it, and other factors which poiat to the actual ability of the Director to have an influence in sheping the
direction of lcyalty to the Company.
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In accordance with the definition of independence, and the materality thresholds set, the following
Directors are t.onsidered to be independent:

J Poynton Non Executive Director
R Brovwming Non Exccutive Director
A Drescher Non Executive Director

There are procedures in place, agreed by the Board to enable Directors in furtherance of their daties, 1o
seek independent professional advice at the Company’s expense.

The Counncil’s: Recommendation 2.1 requires a msjority of the Board to be independent Directors. In
addition, Reccmmendation 2.2 requires the Chairperson to be independent.

The Board consists of an Executive Chairman, two Executive Directors, a Non Executive Director (who
is a retired Ilxecutive Director and substantial shareholder), and thres Independent Non Executive
Directors. .

The Board believes that its main role is ta add value for all shareholders and that this is best served by
having a balaaced Board. The Executive Directors have a substantial investment in the Compsany, are
dedicated to tlie Company, and have expertise in the Company’s busimess. The Non Executive Directors
provide an external perspective to review and challenge the performance of management. The integrity
and nature of the Board members is considered more important than having a majority of Independent
Directors to ensure that management act in the best interests of the Company.

The Chairman and founder of the company has demonstrated cnirepreneurisl and leadership skills and
continues to exhibit dedication and drive for improving the company. As the largest single shareholder,
the Chairman’s interest in improving shareholder valuc is completely aligned with that of all
shareholders.

RELATIONSHIP BETWEEN THE BOARD AND MANAGEMENT

The Board gises direction and exercises judgement in setting the Company’s objectives and overseeing
their implemymtation. The regponsibility for the operation and administration of the Company is
delegated by the Board to the CEO end the executive management team. The Board ensures that this
team is appropriately qualified and experenced to discharge their responsibilities and has in place
procedures to assess the performance of the CEQ and the executive management team.

The Boeard’s functions include:

a) adopting a Strategic Plan for the Company, including general and specifie goals and comparing
actual results with the Plan, designed to meet stakeholders’ needs and manage business risk

b) appointing, performance assessment and, if necessary, removal of members of the execative
man;igement team :

¢} adopting clearly defined delegetions of authority from the Board to the management

d) agrecing key performance indicators (both financial and non-financial) with management and
monitoring progress against these indicators

e) taking steps designed to protect the Compeny’s financial position and its ability to meet its debts
and +yther obligations as they fall due

f) establishing and monitoring policies directed to ensuring that the Company complies with the
law ind conforms to the highest standards of financial and ethical behaviour

g) determining that the Company has instituted adequate reporting systems and internal controls
(both opezational and financial) together with appropriate monitoring of compliance activities

L) determining that the Company accounts are true and fair and are in conformity with reporting
requirements

i) ensuring that any significant rigks that arise ave identified, assessed, appropriately managed and
ronitored

J) reporting to shareholders
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COMMITTEES OF THE BOARD
The Board has appeinted the following Committees, which operaled throughout the financial year.

c  Audit Committee, which must comprise at least three Non Executive Members, of which two must
te Independent Directors. The Board shall elect the Members and the Chairman of the Audit
Committe:.

The Council’s Recommendation 4.3 tequires the Audit Commitice to consist only of
Non Execative Directors.

Mr Derek Parkin FCA, FAICD is a member of the Audit Committee, although he is not a Director of
the Company. Mr Parkin is a Board member of the Institute of Churtered Accountants in Anstralia
and an Adjunct Professor at the University of Notre Dame Ausiralia. He provides financial expertise
to the Andit Commitiee and it is not considered necessary for him to be a Director in order to be
effective @8 @ member of the Audit Committee.

The function of the Audit Committee is to:

a) cnsnie compliance with statutory reporting responsibilities

b) liaise with, assess the quality and review the scope of work of the external auditors

¢) enable the auditers to communicate any concerns 1o the Board

d) advise the Board on the appointment of the external auditers and the results of their work

e} assess the adequacy of accounting, financial and operating controls

f) assess the effectivensss of the management of business risk and reliability of management
reporting

g} reportto the Board any significant deficiencies identified above

The Boatd, through the Audit Committee, in accordance with its Charter annually reviews the
performance of the external auditor focussing particularly on:

o cuality of the audit
o cuality of the service provided
o independence

Should a change in auditor be considered necessary, the Board will recommend a change in aunditor
1o be approved by shareholders in a General Meeting.

o Nomjnation and Remuperation Committee, which must comprise at least two Non Bxecutive
Directors.  The Committee ensures that the Board operates within jts guidelines, reviews the
rermuneraion of all Directors and makes recommendations to the Board, and selects candidates for
the position of Director, when necessary.

OUTSIDE DIRECTORSHIPS

Specific guidslines apply for scceptance of outside directorships by Executive and Non Executive
Directors.
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DEALING IN SECURITIES OF THE COMPANY

A Director shall comply with the Company’s share trading rules and like rules, which may from time to
time be added thereto or substituted therefore by the Directors. The current rules are:

a) notwithstanding the requirements of the legislation conceming insider trading, Directors were
obliged 1o restrict iheir trading in securities of Austal Limited shares to a period of four months
follovring the release by Austal Limited of half yearly and preliminary final reports. With effect
from 2 Scptember 2003, the restricted trading period was reduced from four months to six
weeks, Directors are also restricted from trading in Austa] Limited shares for 24 hours
follovring any announcement by the Company to the Ausiralian Stock Exchange

b} any Ddrector infending to buy or sell shares in the Company or any company in which the
Comypany has an interest, is required to notify the Chairman of histher intentions before
proceeding with the transaction

¢) directors, managers and staff are not permitted to deal in the Company’s securities if they are in
possession of material information which is not available to the share market, but if it were, may
impact the value at which the securities are traded. In April 2004 procedures were put in place
to monitor trading of the Company’s secnrities by Directors, menagers and staff

ETHICAL STANDARDS AND PERFORMANCE

The Board acknowledges the need for continued maintenance of the highest standards of Corporate
Governance Practice and ethical conduct by all Directors and employees of the Austal Group. A Code of
Conduct has been adopted ymder which the Ditectors and senior management are expected to:

act honestly and in good faith

exercise due care and diligence in fulfilling the functions of office

use their powers to act in the best interests of the Company as a whole

avoid conflicts and make full disclosure of any possible conflict of interest

comply with the law .

directors are obliged to be independent in judgement and ensure all reasonable steps are taken to
be savisfied as to the soundness of Board decisiens

o encourage the reporting and investigating of vmlawful and uncthical behaviour

o0 oQQ

CONTINUOVS DISCLOSURE

Austal Limited has, and has had throughout the financial period, established written policies and
precedures on information disclosuwre. The focus of these procedures is on continuous disclosure and
improving access to information for all investors.

The Chief Executive Officer has respousibility for:

o making sure that the company complies with Continuous Disclosure requircments

o oversecing and co-ordinating disclosure of information to the stock exchange, analysts, brokers,
shareholders, the media and the public

o educuting Directors and staff on the Company’s disclosure policies and procedures and raising
awarcness of the principles underlying continuons disclosure

Price sensitiv: information is publicly released through the stock exchange hefore disclosing it to
analysts or ofliers outside the company. Further dissemination to investors is also managed through the
Australian Stcck Exchange.
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SHAREHOLDER COMMUNICATION POLICY

The Board of Directors aims to ensure that the shareliolders are informed of all major developments
affecting the company’s state of affairs.

Information is communicated to shareholders through:

the Concise Aunual Report

the literim Report

disclosures made to the Australian Stock Exchange

noticis and explanatory memoranda of the Annmal General Meeting (AGM)
the AGM

quartarly newsletters to inform shareholders of key matters of interest

0 00O0O0OO

It is Company policy for the anditor’s lead engagement parmer to be present at the AGM ard to answer
questions about the conduct of the audit and the preparation and content of the auditors” report.

RISK MANAGEMENT AND INTERNAL COMPLIANCE AND CONTROL

The Board defermines the Company’s ‘risk profile® and is responsible for overseecing and approving risk
menagereit strategy and policies, internal compliance and internal control. The Company’s process of
risk managem:nt and internal compliance and control includes:

¢ contimously identifying and measuring rigks that might impact upon the achievement of the
Company’s geals and objectives, and monitoring the environment for emerging factors and
trends that affect these risks

o formulating risk management strategies to manage identified risks, and designing and
imple me.nnng appropriate risk management pollcm and intemal controls

o monitoring the performance, and continuously impzroving the effactiveness, of risk managemen:
systems and internal compliance and controls, including an annual assessment of the
effeciveness of risk management and intemal compliance and control

In February 2303, the Board formally adopted a risk management programme structured in accordance
with the Avstralian and New Zealand Siandard on Risk Managemesnt, AS/NZS 4360:1999.

- Implementaticn of the programme was completed by 30 June 2004.

The risk management progrexmune addresses risks under the following categories:

husiresa risks inherent to the shipbuilding industry
aper:ting risks associated with sales, design and production
financial risks

specific vessel risks

OO0 00

The Board oversees an annual assessment of the effectiveness of risk management and internal
compliance ard control.

The responsibility for undertaking and assessing risk management and internal control effectiveness is
delegated to management. Management is required by the Board to assess risk management and
associated inttrnat compliance and control procedures and report back on the efficiency and effectiveness
of risk managument.

53




Corporate Governance

PERFORMANCE

The performance of the Board and key exccutives is reviewed regularly against both measurable and
qualitative inclicators. During the reporting period, the Nomination and Remumneration Committee
conducted a performance assessment for each Board member., The performance criteria against which
Directors and sxecutives are assessed is aligned with the financial and non-financiel objectives of Auvstal
Limited. Direstors whose performance is consistently unsatisfactory may be asked to retire,

REMUNERATION

1t is the Company’s objective to provide maximum stakeholder benefit fram the retention of a high
quality Board and executive team by remunerating Directors and key execntives fairly and appropriately
with reference to relevant employment market conditions. The expected outcomes of the remuneration
structure are:

o retention and motivation of key executives
o aftraction of quality management to the company

For details on the amount of remuneration and all monstary and non-monstary components for each of
the five highest-paid (non-Director) executives during the year and for all Directors, refer to page 10 of
the Directors’ Report. Participation in the Austal Group Mansgement Share Plan provides an incentive
1o the Directors and executives which is aligned with increased retums to shareholders.

There is no scheme to provide retirement benefits to any director, other than statutory superannuation to
the Managing Director and Chairman.
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Independent audit report to members of Austal Limited

Scope

The financial report and directors’ responsibility

The financial report comprises the staterent of financial position, statement of financial
performance, statament of cash flows, accompanying notes to the financial statements, and the
directors’ declaration for Austal Limited (the company) and the consolidated entity, for the year
ended 30 June 2004. The consolidated entity comprises both the company and the entities it
controlled during that year.

The directors of the company are responsible for preparing a financial report that gives a true and
fair view of the financial position and performance of the company and the consolidated entity, and
that complies with Accounting Standards in Australia, in accordance with the Corporations Act
2001. This includles responsibility for the maintenance of adequate accounting records and internal
controls that are clesigned to prevent and detect fraud and error, and for the accounting policies and
accounting estimsites inherent in the financial report.

Audit approach

‘We conducted an independent audit of the financial report in order to express an opinion on it to the
members of the company. Qur audit was conducted in accordance with Australian Auditing
Standards in order to provide reasonable assurance as to whether the financial report is free of
material misstatement. The nature of an audit is influenced by factors such as the use of
professional judgement, selective testing, the inherent limitations of internal control, and the
availability of persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that
all material misstatements have been detected. '

We performed procedures to assess whether in all material respects the financial report presents
fairly, in accordance with the Corporations Act 2001, including compliance with Accounting
Standards in Australia, and other mandatory financial reporting requirements in Australia, a view
which is consistent with our understanding of the company’s and the conselidated entity’s financial
position, and of their performance as represented by the results of their operations and cash flows.

We formed our audit opinion on the basis of these procedures, which included:

. examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report, and
. assessing tthe appropriateness of the accounting policies and disclosures used and the

reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting
when determining; the nature and,extent of our procedures, our audit was not designed to provide
assurance on internal controls.

We performed procedures to assess whether the substance of business transactions was accurately
reflected in the financial report. These and our other procedures did not include consideration or
judgment of the appropriatencss or reasonableness of the business plans or strategies adopted by the
directors and maragement of the company.,
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Independence

We are independent of the company, and have met the independence requirements of Australian
professional ethical prencuncements and the Corporations Act 2001. In addition to our audit of the
financial report, we were engaged to undertake the services disclosed in the notes to the financial
statements. The provision of these services has not impaired our independence.

Andit opinion
In our opinion, the financial report of Austal Limited is in accordance with:
(a)  the Corporations Act 2001, including:

M giving a true and fair view of the financial pasition of Austal Limited and the
consolidated entity at 30 June 2004 and of their performance for the year ended on
that date; and -

(i)  complying with Accounting Standards in Australia and the Corporations Regulations
2001; and

(b  other mandatory financial reporting requirements in Australia.

Emst & Young

Robert A Kirkby
Partner
Perth

20 August 2004




Shareholder Information

The foliowing information was extracted from the Compeny’s register as at 28 July 2004,

Voting Rights

All ordinary shares issued by Austal Limited carry one vote per share without restriction.

59

DISTRIBUTION OF SHARES
Mumber of % of Tetal
Holders Number of Units  Issued Capital
1-1,000 788 584,585 0.30
1,001 - 5,000 2,763 8,426,461 4.37
5,001 -10,000 1,073 8,601,543 446
10,001 ~ 100,000 874 21,653,464 1122
100,001 and over 61 153,645,820 79.65
TOTAL 5,559 192,911,873 100.00
TWENTY LARGEST SHAREHOLDERS
2% Tssned
Rank _ Shareholder Total Units Capital
1 AusiroPtyLtd 31,950,745 16.56
2 - Longreach (WA) Pty Ltd 26,595,621 1379
3 Citicorp Nominees Pty Limited 13,525,202 7.01
4 Austal Group Management Share Plan Pty Ltd 12,231,974 6.34
5 J ? Morgan Nominees Australis Lirnited 11,772,711 6.10
6 Onyx (WA) Pty Ltd 11,090,834 5.75
7 RBC Global Services Australia Nominees Pty Limited 6,719,450 348
3 Mr Vincent Michael O’ Sullivan 6,506,910 337
g Westpac Custodian Nominees Limited 4,980,525 2.58
10 Garry Heys and Dorothy Heys 1,494,670 1.81
11 Citicorp Nominces Pty Limited 2,290,806 1.19
12 ANZ Nominees Limdted 2,142,223 111
13 Lavinia Shipping Ltd 1,999,887 1.04
14 Zilon Pty Ltd 1,773,940 092
1S Pepperwood Haldings Pty Ltd 1,415,737 0.73
16  National Nominees Limited 1,410,929 0.73
. 17 Argo Investments Limited 1,200,000 0.62
18 Brispot Noninees Pty Ltd 1,112,939 0.58
19  Health Super Pty Lid 1,101,996 0.57
20 Transfield (Part Owned) Pty Limited 850,000 0.44
144,167,099 74.72
SUBSTANTIAL SHARFHOLDERS
No. of Ordinary
Shares
l Austro Pty Ltd (J Rothwell) 33,724,685
2 Longreach (WA) Pty Ltd (C Norman) 26,602,221
3 Onyx (WA) Pty Ltd (G Heys) 14,608,004
4 Commonwealth Bank of Australia 14,519,837
5 Austal Group Management Share Plan Pty Ltd 12,231,974
6 I P Morgan Nominees Australia Limited 11,772,711



Corporate Directory

Directors
Executive Directors
Joln Rothwel)
Robert McKinnon
Michae] Atkinson

Non Executive Directors
Achim Drescher -
John Poynton
Christopher Norman
Robert Browning

Aunditors
Pmst & Young
Level 34, 152 St George’s Terrace
Porth 6000
Westem Avustralia

Company Secretary
Michael Atkinson

Registered Office
100 Clarence Beach Rd
Henderson 6166
Western Australia
Telephone: +61 8 9410 1111
Facsimile: +-61 § 9410 2564

Share Registry
Advanced Share Registry
Level 7
200 Adelaide Terrace
Perth 6000
Western Australia
Telephone: +61 8 9221 7288
Facsimile: +61 8 9221 7869
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